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NEW 


TYPES OF MUNICIPAL 


NON-PROPERTY 


TAX REVENUES 


C. EMORY GLANDER * 


HE COST of municipal government 
in this country has skyrocketed in 
the last three years. In 1948 our 397 
largest cities (having 25,000 or more 
inhabitants in 1940) spent over $4 
billion for general governmental pur- 
poses. This compares with approxi- 
mately $3.5 billion in 1947 and less than 
$3 billion in 1946. Seven-tenths of the 
1948 total was for operations, which in- 
creased 12.9 per cent over 1947 and 50.5 
per cent over the level of 1942. Every 
municipal function contributed to the 
increase in operating expenditures in 
1948.1 

During the same period the general 
revenue of these cities was climbing to 
new heights. In 1948 it reached $3.7 
billion, 13.5 per cent above the 1947 
figure. Property tax yields increased 

*The author is Tax Commissioner of Ohio, 
President of the National Association of Tax Ad- 
ministrators, and a member of the Ohio bar. Except 
for minor editorial revisions, this paper consists of an 
address delivered by the author before the Annual 


Conference of The American Municipal Association 
in Cleveland, Ohio, on December 1, 1949. 


1U.S. Bureau of the Census, Compendium of City 
Government Finances in 1948, (City Finances: 1948. 
No, 2) (Washington, D. C.: Government Printing 
Office, 1950), pp. 1-13. 


10.3 per cent; sales and gross receipts 
taxes, which included gasoline and 
cigarette excises, rose 31.3 per cent; and 
licenses and other miscellaneous taxes 
climbed 22.7 per cent. In addition there 
was a 15.2 per cent increase in aid from 
other governments and a 9.8 per cent 
increase in charges and miscellaneous 
revenue. Reflected in part by these data 


are new sources of municipal revenue, 


for the share of city revenue provided 
by property taxes in 1948 was 54.8 per 
cent, whereas it was 64.9 per cent in 
1942.? 


Although general revenue reached a 
new high in 1948, the gross debt of the 
397 cities was increased to $7.5 billion 
by reason of widespread municipal 
borrowing. This was the highest level 
since 1943. A comparison of 1948 in- 
come and expenditures for the*397 cities 
supports the following conclusions: (1) 
general expenditures exceeded general 
revenue by 7.4 per cent; (2) general ex- 
penditures less provision for debt retire- 
ment approximately balanced general 
revenue; (3) general revenue and 


2 Ibid. 
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borrowings were about 3.8 per cent 
above general expenditures; and (4) 
during the 1947-48 period there was a 
greater increase in expenditures than in 
revenue and a substantial increase in 
general borrowings.’ 

These data, and in particular the fact 
that the share of city revenue provided 
by property taxes in 1948 was about 10 
per cent less than in 1942, suggest the 
importance of the new types of munici- 
pal non-property tax revenues and the 
desirability of evaluating them in re- 
lation to the long-term interests of the 
taxpayer and the municipality. It is the 
writer’s purpose, therefore, to discuss 
and evaluate municipal income, sales, 
gross receipts, gasoline, tobacco, and ad- 
mission taxes and, in addition, to present 
some personal impressions and con- 
victions pertaining to the municipal use 
of such non-property tax revenues. 


Income Taxes 


Income taxes are used most commonly 
by cities in Pennsylvania and Ohio. At 
least 13 Pennsylvania cities with popu- 
lations over 10,000 and a considerable 
number of the smaller units tax earned 
income. St. Louis, Missouri, and Louis- 
ville, Kentucky, and six cities in Ohio, 
also tax income. Portland, Oregon, is 
submitting the proposition of an income 
tax levy to popular approval in May, 
1950. 

Municipal income levies differ from 
state net income taxes in that they are 
applied at uniform rather than at 
graduated rates and, in almost all in- 
stances, allow no exemptions. Although 
the rates range from 3/10 per cent to 1 
per cent, those most commonly imposed 
are 1 per cent and 1/2 per cent. 


8 Ibid. 


(Vor. Ill 


All city income taxes are imposed on 
individual earnings and, except for 
Pennsylvania cities, on the net profits of 
both corporate and _ unincorporated 
businesses. In general, income from 
rents and intangibles is not subject to 
the tax. All municipal gross income 
taxes on salaries and wages are «cllected 
through payroll withholding. 

In every instance, nonresidents are 
subject to tax on earnings within the 
taxing city. Residents are subject to 
tax on earnings both within and with- 
out the city in Pennsylvania and Ohio 
cities and in St. Louis. In Louisville and 
in Portland (if the tax in the latter city 
is eventually approved), residents are 
subject to tax only on income earned 
within the city. 

The legal basis for city income taxes 
varies from state to state. In Pennsyl- 
vania, Act #481 authorized city income 
levies. In Ohio, municipal power to tax 
is derived from the home rule provision 
in the State constitution.* In Kentucky, 
broad licensing powers were relied upon 
to impose an occupational privilege tax 
measured by gross income. The Port- 
land tax was enacted on a basis similar 
to that of Louisville. 


There are valid arguments both for 
and against the municipal income tax. 
The reasons most frequently given in 
support of this levy are four in number: 


4In Angell v. City of Toledo, 153 Ohio St. 179, 
decided March 8, 1950, the Supreme Court of Ohio 
held that “Ohio municipalities have the power 0 
levy and collect income taxes in the absence of the 
pre-emption by the General Assembly of the field of 
income taxation and subject to the power of the 
General Assembly to limit the power of municipalities 
to levy taxes under Section 13 of Article XVIII or 
Section 6 of Article XIII of the Ohio Constitution.” 
The General Assembly has neither levied a State in- 
come tax nor limited the right of municipalities @ 
do so. 
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(1) The city income tax is a tremendous 
revenue producer and relieves real estate of 
its heavy tax burden. Philadelphia col- 
lected $27.6 million from its tax in 1947; 
Toledo collected $5.5 million—in each case 
over one-fourth of total tax collections. 

(2) It is the most satisfactory solution to 
the problem of the “ daylight citizen,” the 
suburban dweller who works in the city, 
uses city facilities, but pays no taxes. 

(3) By eliminating the tax advantage of 
suburban dwelling it gives impetus to city 
annexation of fringe areas where suburbs 
are intrinsically a part of the metropolitan 
area. 

(4) Cost of collection is relatively low. 


The reasons most commonly cited in 
opposition to this type of tax are like- 
wise four in number: 


(1) Intergovernmental tax coordination 
is further complicated by imposition of in- 
come taxes on a third governmental level. 

(2) A multiplicity of local income taxes 
would be conducive to jurisdictional con- 
flicts, 

(3) Administration of the tax is com- 
plex and highly technical, and smaller 
municipalities may lack resources for proper 
administration. 

(4) Taxpayer compliance, particularly 
that of businesses, becomes increasingly ex- 
pensive and difficult in meeting the tax re- 
quirements of numerous jurisdictions within 
atelatively small area. 


Sales Taxes 


Extensive use of the sales tax is being 
made in California where 132 cities have 
adopted it at rates of 1/2 per cent and 
Ipercent. Large cities outside Califor- 
ia imposing sales taxes are New York 
(2 per cent), Denver (1 per cent), and 
New Orleans (1,per cent). Outside of 
California, the measure is rarely used by 
municipalities. 
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The city sales tax in form closely 
parallels its state counterpart. Argu- 
ments for the tax are that it has been a 
huge revenue producer; that it has 
proved itself to be administratively 
feasible on a municipal level; that, once 
enacted, it usually meets with general 
acceptance by the taxpaying public; and 
that, to some extent, it makes city tax- 
payers of suburban dwellers using city 
facilities. 

Opposition to this type of tax is 
usually expressed in the following terms: 


(1) City sales taxes are not as productive 
as a state levy would be, imposed at the 
same rate in the same area. For example, it 
has been estimated that California city sales 


* taxes are only 70 per cent as productive as 


a State levy would be. 

(2) Even where there are only slight 
dissimilarities between city and state sales 
taxes imposed in the same area, taxpayer 
compliance problems are made more com- 
plicated. 

(3) The small area affected by a city 
sales tax encourages tax avoidance through 
purchases outside the jurisdiction. The 
effectiveness of the levy on the city level 
has been demonstrated only in highly ur- 
banized areas or where almost completely 
state-wide municipal adoption has occurred. 

(4) As in the instance of income taxes, 
complexity of administration may be beyond 
the resources of a small municipality. 


Gross Receipts Taxes 


Gross receipts taxes are levied by 
cities in about one-third of the states. 
In 1948 at least 103 cities with over 
10,000 population imposed such levies. 
These taxes are in the form of business 
licenses measured by gross receipts at 
rates ranging from as low as 20 cents 
per $1,000 to no higher, usually, than 
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1/10 per cent. The tax may be appli- 
cable to certain types of business or to 
certain classes as a whole, e.g., manu- 
facturers, wholesalers, and retailers. The 
tax was among the first of the important 
non-property levies employed to sup- 
plement property tax collections. 

The gross receipts base has been de- 
scribed as superior to flat rate licenses 
in that it is better related to ability to 
pay. A criticism of the base, however, 
has been that it does not take into con- 
sideration variations in the margin of 
profit of different types of businesses. 
Some tax ordinances have attempted to 
correct for this factor by applying 
different rates to the various occu- 
pations. 

The measure has been recommended 
as a local tax because it is a good revenue 
producer having a fairly stable yield 
and because licensing is inherently a 
municipal function. 

Arguments against the tax have been 
concerned with the ability of business to 
pass it on to the consumer. Where this 
can be done, the tax is said to lose its 
significance as a licensing measure and to 
become in effect a consumption levy. 
When it cannot be passed on, particu- 
larly in depression periods, it is held to 
become an _ oppressive burden on 
business, since it fails to take into con- 
sideration the level of net earnings. 


Gasoline Taxes 


Gasoline taxes are levied by local 
governments in seven states, at rates 
usually of 1/2 cent and 1 cent per 
gallon. In Missouri, New Mexico, and 
especially Alabama, the use of broad 
taxing powers has resulted in numerous 
municipal gasoline taxes. In Mississippi, 
three coastal counties are permitted to 
impose such levies. In Nevada and 


[ Vox. Ill 


Florida, municipal levies are permitted 
by special legislation. In Wyoming, 
authority to levy gasoline taxes is im- 
plied by the constitution and is used, 
About one-third of the states specifically 
prohibit municipal gasoline taxes. 

In form, city gasoline taxes follow 
that of the states. They are imposed as 
excises on wholesalers and distributors 
but are usually broad enough to require 
collection by retailers selling gasoline on 
which the tax has not been paid. 

As a revenue measure, they are re- 
garded as best adaptable to cities which 
are situated in isolated areas, are heavily 
populated, or have extensive corporate 
limits. Enforcement is also facilitated 
where there has been almost state-wide 
municipal adoption. 

The use of gasoline taxes for munici- 
pal purposes has usually been dis- 
couraged. They have been held to com- 
plicate taxpayer compliance and to have 
detrimental effects on local commerce in 
competition with that of the surround- 
ing area. 


Tobacco Taxes 


Tobacco taxes are used by cities 
in seven states: Alabama, Colorado, 
Florida, Maryland, Missouri, New 
Jersey, and Wyoming. City tax rates 
on cigarettes have generally been in the 
1 to 2 cents per pack range. Among the 
larger cities, Baltimore taxes cigarettes 
at 1 cent per pack; Denver, Kansas City, 
Missouri, and St. Louis, at 2 cents pet 
pack. Most city cigarette levies permit 
either the wholesaler or retailer to affix 


stamps. 

The use of the tax by cities has 
usually been discouraged because 
difficulties in administration. To meet 
such difficulties, state collection of local 
levies has been suggested. Use of this 
device is being made in Florida. 
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Admission Taxes 


Cities impose general admission taxes 
in more than one-third of the states. 
Such taxes are imposed by at least 360 
municipalities situated predominantly in 
three states: Ohio, Pennsylvania, and 
Washington. Tax rates range from 1 
to 10 per cent of the price of admission. 
In a few instances, flat rates are imposed 
ranging from 1 to 3 cents per ticket, 
irrespective of admission charge. 

The tax has been described as ideally 
adaptable for local use. Among the 
arguments advanced for its adoption by 
municipalities are the following: 


(1) The tax is on a local service, thus 


eliminating the possibility of jurisdictional ° 


and interstate commerce problems. 

(2) Cost of administration is unusually 
low. To some extent this is due to the use 
of records required for the Federal ad- 
mission tax. 

(3) Admission taxes are relatively stable, 
since amusement constitutes relatively a 
fixed proportion of total consumer expend- 
itures, 

(4) The tax reaches the transient popu- 
lation within a city and, to a certain extent, 
fringe dwellers who use city amusement 


facilities. 


The tax is not a large revenue 
producer, even when applied at the cur- 
tent maximum rate of 10 per cent. In 
this respect, admission taxes, unlike sales 
and income levies, cannot be advanced 
%a complete solution to a city’s finan- 
cial difficulties. The suggestion has been 
made that the Federal government 
thould abandon its admission taxes and 
thereby make available to the cities a 
much needed source of revenue.® 

One of the primary obstacles to 
Municipal admission taxes are the re- 
tictive laws of the states themselves. 
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In the main, municipal admission taxes 
are levied in states which have never 
entered the field or which have vacated 
it in favor of municipalities. Washing- 
ton in 1943 and Ohio in 1947 repealed 
their admission taxes, offering them to 
municipalities as an exclusive tax pre- 
serve. ; 
States which enacted legislation au- 
thorizing either their municipalities 
generally, or specific cities, to levy ad- 
mission taxes include Florida, Maryland, 
Tennessee, and Virginia. 


Administration, Enforcement, and 
Coordination 


There are several problems arising 
from the municipal use of non-property 
tax revenues about which the writer has 
some special convictions. 


5 Testimony presented before the Ways and Means 
Committee of the House of Representatives on 
February 17, 1950, by the Council of State Govern- 
ments, Governors’ Conference, United States Con- 
ference of Mayors, National Association of County 
Officials, and the National Association of Tax Ad- 
ministrators recommended that the Congress at its 
present session repeal the Federal admissions tax and 
contained the following statements: 

“The admissions tax does not comprise a significant 
portion of federal revenue—only about 1.07 per 
cent. 

“The admissions tax is essentially local in charac- 
ter as far as incidence and administration are con- 
cerned; and it meets a number of the important 
requirements for an independent local tax source. 

“It will enable localities to tax their own re- 
sources. It will cover most of the citizenry. It is 
easily administered, enforced, and collected, with a 
minimum of inconvenience and red-tape to the tax- 
payer. And it cannot be seriously attacked on 
grounds of being regressive because the tax is not 
imposed on a commodity essential to basic living. 

“Tf the Congress will repeal this tax, it is not 
our idea that it shall be used by the states themselves 
but rather that the resource could be made available 
to local governments, to enable them to raise a 
larger proportion of their own revenue for their 
own affairs, in order to reduce the trend toward 
more assumption on the part of the states of local 
responsibilities, and in order to relieve to some ex- 
tent, we hope, domestic pressures upon an already 
over-burdened Congress.” 
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First, it is often claimed that the cost 
of administering some of these new 
municipal revenues is low. This argu- 
ment may ignore the quality of enforce- 
ment. It seems apparent that in the 
more important of these tax fields, 
namely, income and sales taxes, the cost 
of administration is relatively low only 
when enforcement standards are medi- 
ocre. Of course, if the tax is one on 
wages and salaries collected by with- 
holding at the source, a low cost of ad- 
ministration may be adequate, and the 
same may be true of amusement and 
utility taxes. Some cities are efficient in 
tax administration. But uniform and 
vigorous compliance techniques are said 
to be lacking in too many other cities 
with the result that large segments of 
potential taxpayers escape their responsi- 
bility. This, if true, is most deplorable. 
Municipalities, like other governmental 
units, should maintain respectable stand- 
ards of tax administration. Taxes must 
be something more than a free-will 
offering. 

Second, the adoption of non-property 
taxes by local governments may -post- 
pone some of the much-needed reforms 
in property tax assessment and col- 
lection. If immediate demand for ad- 
ditional funds is met by the new taxes, 
the basic need for overhauling property 
tax machinery and removing the in- 
equities which result from a lack of 
assessment standards and equalization 
practices may be forgotten. This, too, 
would be a deplorable result. 

Consider, for example, the personal 
property tax field, which is generally a 
local government preserve where there 
is widespread evasion. About three 
years ago it was discovered in Ohio, on 
the basis of test checks, that 25 per cent 


[Von Il 


or more of the small and medium-sized 
business establishments were not filing 
personal property tax returns. To cor- 
rect the situation the General Assembly 
granted the State Department of Tax- 
ation a special appropriation of 
$150,000. Within 18 months it pro- 
duced for local governments over $3 
million in additional personal property 
taxes from 47,000 persons or firms that 
had not filed returns. This represents 
$21.53 received for each $1.00 spent by 
the State to enforce the tax. 

The great majority of people pay 
taxes honestly and on time. We should 
protect their interests as well as those of 
government by universal enforcement. 
Governments should not load new taxes 
on the backs of conscientious taxpayers 
without at the same time exacting com- 
pliance with existing tax levies from 
those who are not so aware of the re- 
sponsibilities of citizenship. In the 
words of the late Justice Holmes, we 
should remind all citizens that “ taxes 
are what we pay for civilized society.” 

Finally, it should be emphasized that 
these non-property tax revenues, in most 
if not all instances, provide a complete 
solution to the so-called “ financial 
plight of the cities.” Any municipality 
having a serious revenue problem may 
solve that problem without state help 
by enacting such taxes locally. Thus 
the responsibility for raising additional 
funds is placed where control can best 
be exerted—upon those who spend the 
money. 

Certainly at this time, when state 
revenue situations generally are tighten- 
ing, these new sources of municipal 
revenue should remove entirely the 
pressure upon state governments for in- 
creased grants-in-aid to the cities. No 
city which is unwilling to assume 
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responsibility for levying such taxes to 
meet essential municipal needs should 
expect the state to provide for those 
needs through substantial increases in 
state subsidies to local governments. To 
do so would probably require new or 
increased taxes upon all the people of 
the state. This would not only increase 
unduly the over-all tax burden, but it 
might also have the unfortunate effect 
of putting additional tax money into 
communities which do not need it. 

It is to be hoped that the trend 
toward multiple non-property tax 
revenues will not result in an un- 
warranted rush toward tax decentrali- 
zation or separation of revenue sources. 


Such a trend can be just as unwise as. 


excessive centralization and the un- 
bridled extension of grants-in-aid from 
the state to local governments. No city 
should resort to any additional tax unless 
there is a real need for more revenue. 
The burden of taxation is already too 
heavy in our country, and every gov- 
ernmental agency should be looking for 
means of saving the people’s money, not 
spending more of it. Indeed, economy 
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will solve many governmental problems, 
and taxpayers have the right to demand 
it. Where a new municipal tax is really 
needed, there should be courage to levy 
it. Where there is no real need, there 
should be the will to forbear. 

In respect of over-all fiscal policy, the 
writer favors a middle-of-the-road 
policy which embodies the exercise of 
local taxing powers to the extent reason- 
ably practical, with reliance on shared 
taxes and state grants-in-aid to provide 
the balance of essential local needs. To 
confine local governments to exclusive 
reliance on their own tax resources is to 
doom certain areas to substandard exist- 
ence and to multiply taxpayer compli- 
ance problems. To permit unlimited 
extension of governmental grants-in-aid 
is to destroy local financial independ- 
ence, upon which the integrity and 
strength of local governments are un- 
questionably dependent. Somewhere 
between these extremes is the “ golden 
mean ” of fiscal policy in this complex 
age. May we have the patience and 
courage to keep on searching until we 


find it. 
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REPORT ON JAPANESE TAXATION BY 
THE SHOUP MISSION* 


J. WILNER SUNDELSON 7 


I, INTRODUCTION 


APAN’S economy emerged from the 

war shattered and confused. It is 
not surprising that the government’s 
spending power was called upon to 
revive faltering business, provide em- 
ployment, and get essential rehabili- 
tation projects underway. It is not sur- 
prising, either, that the scarcity of 
goods, together with the continued 
pouring out of funds made available by 
deficit financing, led to an inflation of 
major proportions. The wholesale com- 
modities price index of the Bank of 
Japan as reported in the Report stood 
at 355 when hostilities terminated in 
1945, compared with a base of 100 in 
1933. The index jamped rapidly, 
reaching over 1,000 in March of 1946, 
2,000 in October of the same year, 
3,000 in April of 1947, 4,000 in June 
of the same year, 5,000 in the next 
month, 6,000 in August, 7,000 in 
September, and 9,000 before the close of 
1947. Before 1948 was half through, 
the index had reached 10,000; 20,000 
was reached while Dr. Shoup and his 
colleagues were in Japan in the summer 


*“ Report on Japanese Taxation by the Shoup 
Mission,” General Headquarters, Supreme Commander 
for the Allied Powers, Tokyo, Japan (September, 
1949). Four volumes, I-IV, pp. 1-227 with Ap- 
pendix. In English and Japanese. 


+ The author is Manager of Economic Research of 
Ford International, a division of the Ford Motor 
Company. All views and opinions expressed are 
those of the author and not of the Ford Motor 
Company. 


of 1949. Since then the rise has con 
tinued but at a very much reduced pace, 
The Bank of Japan’s consumer price 
index showed an even greater range, 
Starting around 500 at the time Japan 
sued for peace, the index jumped 
rapidly to over 16,000 by early 1948, 
The index was near 25,000 at the end of 
1949. 

General MacArthur’s staff at SCAP 
have an index of their own with a bas 
of 100 reflecting the consumer prices in 
Tokyo at the end of 1946. By the end 
of 1947, the index had jumped to al 
most 300; it reached 400 in midsummer 
1948 and was well on its way toward 
500 by the winter of 1949. The yen, 
measured by its domestic purchasing 
power, lost enough of its value to re 
quire the use of astronomic magnitudes 
in the measurement of the public 
finances. Tax revenues, which soared 
to § trillion yen in 1949, and profits of 
government enterprises which wert 
estimated to yield 1-1/3 trillion yes, 
were inadequate to meet government 
expenditures. These expenditures 
swollen by public claims on the state for 
war-born indemnifications and insuf 
ance payments, grew faster than the 
Japanese tax revenues, even though the 
revenues were fortified by a compit 
hensive income tax introduced in 1947. 
In the 1946 fiscal year, deficits in the 
general and special accounts of the 
national budget required bond offerings 
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totalling 60 billion yen, and in 1947 the 
accounts were again in the red for 73 
billion yen. In 1948, the deficit reached 
85 billion yen. 

General MacArthur found it neces- 
sary to call on the services of an Ameri- 
can banker, Joseph Dodge, to evolve a 
formula for arresting inflation. The 
Dodge line, as that expert’s policy is 
known in Japan, represented a view- 
point differing substantially from that 
used in Germany, or, more recently, in 
Indonesia where similar war-created and 
postwar nourished inflations were found. 
In these other countries, currency re- 
form and the contraction of bank credit 
were used as measures for stabilization 
of currency values. The Dodge line was, 
in contrast, aimed at stabilizing the 
value of Japanese currency by establish- 
ing a balanced public budget and 
abolishing the various subsidies which 
had been the principal causes for the 
continuing growth of public deficits. 
The only measure affecting the currency 
itself introduced in the Dodge line was 
the adoption of a single foreign ex- 
change rate of 360 yen to the dollar. 

A second feature of the Dodge line, 
differentiating it from measures taken 
elsewhere, was its reliance on step-by- 
step developments in contrast with the 
Sweeping, one-shot techniques used 
wherever the currency reform method 
was enforced. A Japanese bank, de- 
scribing the Dodge line, points out that 
under it the “volume of circulating 
currency is contracted, not suddenly by 
asingle stroke through currency reform 
but gradually, through the withdrawal 
of currency from circulation as the pub- 
ic revenues are collected by the gov- 
etmment. The revenues thus collected 
are released, as the occasion demands, to 
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the business world again through the 
channel of the national treasury, the 
central bank, and commercial and in- 
dustrial banks. Likewise, the huge 
amounts of government subsidies which 
have hitherto artificially supported the 
price structure are reduced step by 
step.” Thus, the Dodge line differs 
from the currency reforms also in that 
it provides for a continued high volume 
of government expenditures and invest- 
ment designed to stimulate production, 
exports, and business in general. At the 
same time, it seeks to mop up general 
purchasing power through added tax- 
ation. 

A third element of the Dodge line 
was its reliance on a continued free 
enterprise economy in Japan. No re- 
treat was to be tolerated even while the 
emphasis was on arresting the inflation 
or promoting the recovery which the 
stabilization was to induce. Price and 
commodity controls were to be relaxed, 
and surplus public funds made available 
from the anticipated flow of tax 
revenues were to be loaned out to 
private business through the commer- 
cial and industrial banks on a normal 
basis of profit expectation. 

Fundamental to the Dodge line was 
the collection of more tax revenues by 
the Japanese fisc and it was for the pur- 
pose of recommending the necessary re- 
form of the Japanese tax system that 
the Shoup Mission? came to Japan, at 

1“ Japanese Finance in the 1950 Fiscal Year 
under the Dodge Line,” Survey of Japanese Finance 


and Industry of the Industrial Bank of Japan, Ltd., 
Tokyo, II, No. 4 (April, 1950), p. 7. 


2 Members of the Mission included Professor Carl 
S. Shoup, School of Business and Graduate Faculty of 
Political Science, Columbia University (Director of 
the Mission); Dean Howard R. Bowen, College of 
Commerce and Business Administration, University of 
Illinois; Professor Jerome B. Cohen, Department of 
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the request of General MacArthur, in 
April, 1949. The time of its arrival 
coincided with the date commonly asso- 
ciated with the adoption of the Dodge 
anti-inflationary program. The Mis- 
sion’s primary task was the assurance 
that the taxes would yield adequate 
revenues to implement the basic ob- 
jective. This called for changes to go 
into effect immediately. It was by itself 
no mean task since the pattern of prices 
and values brought about by the in- 
flation rendered the tax system inade- 
quate from a revenue-yielding basis, It 
could not be improved by spotty rate 
increases, nor could the objectives of the 
Dodge line be achieved by one-shot 
capital levies. The Mission interpreted 
its responsibility to be to draw up a 
pian for a permanent tax system, one 
which would both achieve stabilization 
goals and give to Japan a modern and 
progressive tax system capable of effi- 
cient administration. In making their 
recommendations, the Mission did not 
hesitate to assume that Japan could and 
would undergo a revolution in its 
methods of record keeping, of tax com- 
pliance, and of tax administration. The 
result is that the Japanese received by 
the end of the summer of 1949, with 
General MacArthur’s approval, a blue- 
print for an integrated tax system 
covering their political subdivisions as 
well as their national government, and 
giving them the possibility of achieving 
without question the most modern tax 
system in the world. 





Economics, College of the City of New York; Mr. 
Rolland F. Hatfield, Director of Tax Research, De- 
partment of Taxation, St. Paul, Minnesota; Professor 
Stanley S. Surrey, School of Jurisprudence, Univer- 
sity of California, Berkeley, California; Professor 
William Vickrey, Graduate Faculty of Political 
Science, Columbia University; and Professor William 
C. Warren, School of Law, Columbia University. 
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Il. MAIN RECOMMENDATIONS OF THE 
REPORT 


The Mission stresses the point that it 
has considered the Japanese system of 
taxation as a whole and that none of its 
recommendations should be considered 
independently. Acceptance of the en- 
tire program is essential. Personal and 
corporation income taxes are integrated 
with other direct taxes and with the 
system of indirect taxation. Similarly, 
we are told that the system of national 
taxes cannot be modified without re- 
gard to necessary changes in the system 
of financing the political subdivisions, 
The reader of the Report is clearly 
shown the interrelationships of the 
different proposals, and can readily ap- 
preciate the Mission’s concern for the 
acceptance of its program as a whole. 
Suspecting, however, that the Japanese 
politicians, acceding to pressure groups, 
might find some portions of the recom- 
mendations more palatable than others, 
and in anticipation of such tendencies, 
the Mission Report repeats at many 
points the indivisibility of the recom- 
mended program. 

Space will not permit the reviewer to 
cite all the various recommendations 
made. Instead, an effort will be made 
to discuss under three main headings the 
recommendations appearing to have the 
greatest significance. The Report itself, 
however, provides a great deal of other 
information. It reviews the tax system 
in effect in the summer of 1949, 
elaborating many features peculiar to 
the Japanese economy and its fiscal 
habits. Further, it provides an outline 
of the steps to be taken by the Japanese 
in creating a climate in which the types 
of major taxes recommended can be suc- 
cessfully employed. These sections 
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represent an interesting plan for inject- 
ing tax consciousness into a people ac- 
customed to peculiar patterns of think- 
ing about the revenue problems of their 
government. 


Income Taxation 


From the points of view of revenue 
significance and of the shaping of the 
tax system as a whole, the Mission leans 
heavily on personal and corporate in- 
come taxation. Revenue-wise, the 
Japanese had themselves already col- 
lected as much as 54 per cent of national 
taxes from direct levies. With the in- 
clusion of local taxes the percentage was 
61 per cent. Within the direct tax 
total, an unusually high percentage— 
nearly 90 per cent—came from taxes on 
personal income. The Report estimates 
that the personal income tax proper ac- 
counts for 310 billion yen of the 400 
billion yen total for all direct tax 
revenue in the fiscal year 1949-50. 
The Report points out further that two 
taxes levied by the political subdivisions, 
the Inhabitants tax and the Enterprise 
tax, yielding together 75 billion yen, 
also relate to a large extent to the sys- 
tem of personal income taxation. This 
high personal income tax provided a 
platform on which the Mission could 
build its structure of Japanese taxation. 
The alternative to making the personal 
income tax the chief instrument where- 
by the ordinary citizen supports his 
government was a return to the system 
of heavy fndirect taxation common in 
prewar Japan. 

The fact that the Japanese were al- 
teady collecting a very large proportion 
of their tax revenues from the income 
tax should not mislead anyone into 
believing that the Japanese had in effect 
@ tax system worthy of survival, even 
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of recognition, as a modern income tax. 
The tax, while subjecting all types of 
income to the same scale of rates, taxed 
property income more heavily than 
wage and salary income. It did so by 
granting a large earned income credit 
to wage and salary workers but none to 
farmers and entrepreneurs not operat- 
ing in corporate form. Other burdens 
falling heavily on property were similar 
in effect to those Ievied in the United 
States on the capital value of property. 
The Mission points out, moreover, that 
any actions taken to offset this tax bias 
were uneven and fortuitous. The 
Mission found that another major defect 
in the operation of the income tax was 
the general lack of books and record 
keeping. Large scale evasion, virtually 
universal in scope, was taking place and 
had given rise to a system of arbitrary 
reassessments by a small number of in- 
adequately trained tax administrators. 
The Mission concluded that accepting 
the premise of retaining the income tax 
as the mainstay of the fiscal system 
created a responsibility for pointing out 
to what extent an entirely new philos- 
ophy of taxation as well as an entirely 
new system of income taxation would 
have to be accepted. The Dodge line 
and the Mission’s own understanding of 
the problem would not tolerate any 
waiting period until revenues might 
grow to the full amount ultimately to 
be collected under a functioning system. 
The Mission recognized that some of the 
inequities and some of the undesirable 
features of the present tax would have 
to remain while the major reforms 
recommended came into being gradu- 
ally over a period of two years or more. 
The things which could not be accom- 
plished within less than two years deal 
primarily with the responsibilities of 
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taxpayers and with the whole system of 
tax administration to be newly built up. 
The measures which could go into effect 
immediately have to do with personal 
exemptions and allowances for de- 
pendents, the rate scale, earned income 
credits, and the peculiar Japanese re- 
quirement that the incomes of all 
persons in a broadly defined household 
of “co-living” family members must 
be included in one return. 

The Mission found the personal ex- 
emption of the income tax fixed at 
15,000 yen and the credit against the 
tax allowed for each dependent at 1,800 
yen. In arriving at its own recom- 
mendation, the Mission was not im- 
pressed with the fact that at the present 
exchange rates the personal exemption 
amounted in dollars to only $41.67 
compared to the U. S. exemption of 
$600. It did note that a wage earner 
receiving 10,000 yen a month does the 
same type of work as one who, in the 
United States, earns about $250 to $300 
a month. The personal exemption in 
the Japanese tax equalling 1-1/2 
months’ earnings of a semiskilled worker 
was not far out of line with the U. S. 
worker who receives somewhat more 
than twice one month’s earnings. How- 
ever, in the interest of decreasing rates 
and increasing exemptions enough to 
give a stimulus to enforcement and 
compliance and to take the burden off 
those at the bottom of the taxpaying 
group, the Mission recommended 24,000 
yen as the practical exemption and in 
lieu of the tax credit in effect, a de- 
duction of 12,000 yen per dependent 
including wife. The Mission en- 
countered some taxpayers’ groups who 
asserted that the exemption should be 
high enough to cover taxpayers’ ex- 
penditures on the basic necessities of life, 
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and according to those standards sug. 
gested exemptions of 100,000 yen of 
more. In reply, the Mission states; 
““ Government is also a basic necessity of 
life. In a country with the limited re- 
sources of Japan, its capital equipment 
heavily damaged by war, it is not possi- 
ble for the citizen of moderate income 
to get what he might think is a reason- 
able amount of the basic necessities of 
food, clothing and so on and also get a 
reasonable amount of government sery- 
ices. The production of the country is 
not large enough.”* In England, a 
similar choice has been made by the 
majority of the people who appear to 
accept, from the American point of 
view, extraordinarily heavy taxation 
even of low incomes in return for col- 
lectively provided housing and health 
services, and for fuel, transportation, 
and food at price levels made possible 
only by subsidies or deficits in national- 
ized enterprises. Sooner or later, witha 
growing recognition of social responsi- 
bilities, more states will have to face the 
problem posed to the Mission in Japan. 

It is interesting to note that the 
Mission recommended a deduction from 
taxable income in place of a tax credit 
of 1,800 yen. In recommending a de- 
duction such as is common in the United 
States, the Mission stressed the ease of 
compliance to be found when personal 
exemption and allowance for dependents 
would both be on a deduction-from- 
income basis. They felt also that the 
tax differential between large and small 
families would be made more equitable 
by the deduction-from-income method, 
which allows the amount of income tax 
differential that is caused by dependents 


3 Report, vol. I, p. 52. 
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to increase as the income increases. 
Finally, the Mission pointed out that the 
use by the local governments of the 
national income tax base for their own 
purposes would be more simply achieved 
if a deduction were in terms of a de- 
duction from income. 


The Mission felt that the rate 
structures should be modified to protect 
the revenue, and in the interest of 
compliance as well as the progress of 
Japanese recovery. Their goal was a 
rate structure with rates starting at a 
substantial level and going up fairly 
sharply with a top income tax rate of 
no more than 55 per cent. The volume 
of back taxes owed, the broadening of 
the base, and various other aspects were 
kept in mind in the formulation of 
estimates which assured the adequacy of 
the revenues which would be collected 
under the new rates. The simplified 
rate schedule proposed is as follows: 


0 to 50,000 yen 20 per cent 
50,000 to 80,000 ” 25 7 
80,000 to 100,000 ” 30 xy 
100,000 to 120,000 ” 35 “: 
120,000 to 150,000 ” 40 2 
150,000 to 200,000 ” 4§ a 
200,000 to 300,000 ” 50 - 

over 300,000 ” 55 2 


The Japanese had already incor- 
porated into their law a credit of 25 per 
cent of earned income up to a limit of 
150,000 yen of earned income. The 
Mission found that the Japanese sup- 
ported the provision on the grounds that 
it was a kind of depreciation allowance 
for the exhaustion of the working life 
of the individual, that it represented a 
fecognition of the efforts and sacrifices 
involved in earning, that it was a rough 
allowance for additional expenses which 


could not be made deductible with ad- 
ministrative ease, and that it offset the 
unusual burdens placed on earned in- 
come by the system of withholding and 
other characteristics of a wage-earning 
status. The Mission was unimpressed 
with any of the reasons and took strong 
exception to the last one. It made it 
clear that it was proposing an income 
tax system which would be properly ad- 
ministered and difficult of evasion, and 
that it would not tolerate provisions de- 
signed to offset relative disadvantages in 
customary standards of evasion oppor- 
tunities. In spite of this refusal to go 
along with the Japanese reasoning, the 
Mission nevertheless concluded that the 
earned income credit should not be 
abolished but should be reduced to 10 
per cent of the first 200,000 yen of 
earned income. It appears that revenue 
requirements made a retention of the 
earned income credit in a reduced form 
desirable, since a reduction of the rate 
schedule to achieve the same purpose 
would be more universal in its appli- 
cation. The reader gains the impression 
that this is one of the few recommen- 
dations which represent a concession to 
revenue needs and which had little ap- 
peal to the Mission from an equity point 
of view. 

The traditional Japanese concept of 
the unity of the family had been in- 
corporated in the old Japanese income 
tax law. Under it, the income of all 
of the members of the “co-living 
family ” were required to be aggregated 
for the purpose of applying the 
graduated income tax rates. The 
Mission felt that the combining of in- 
comes pushed them into brackets with 
higher rates than those affecting tax- 
payers having otherwise similar taxable 
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capacity. The Mission saw no reason to 
have tax provisions encourage the 
breaking up of large families, particu- 
larly under the conditions of housing 
shortage prevailing in Japan. The 
Mission thought also that the basis of 
defining a “co-living family ” was too 
arbitrary. Accordingly, it recom- 
mended that the aggregation of the in- 
come of the “co-living family” be 
abandoned. Each taxpayer would be 
permitted to file a return and pay a tax 
on his income separately. The Mission 
did recognize, however, that the in- 
come of any person claimed as a de- 
pendent must be included in the income 
of the taxpayer if the deduction of in- 
come for the dependent is to be allowed. 
It is interesting to note how the Mission 
reacted to the possibility that wealthy 
taxpayers would seek to create by sub- 
terfuges, such as paying wages to mem- 
bers of their family, conditions which 
would enable them to split the taxable 
income among the family members. 
One can see some of the lessons which 
Mission members learned from experi- 
ences in the United States where every 
possible tax evasion and tax avoidance 
expedient has been encountered. 

The Mission made it clear that it had 
over-all objectives in making the recom- 
mendations on the features just dis- 
cussed. It sought to get away from the 
vicious circle which high rates and 
evasion had created, and to give tax 
administrators a workable basis. It 
wanted to destroy the assumption of the 
tax administrators that all income was 
arbitrarily underestimated and should be 
uniformly reassessed upward. The 
Mission defended the use of lower rates 
and higher exemptions as the only way 
of achieving its objectives and went to 


great lengths to point out that other 
factors which would be operative would 
permit the revenue losses to be offset, 
The Mission made a good case for put- 
ting the income tax on a workable basis, 
if it was to be retained at all, under 
conditions which would encourage the 
Japanese to keep and improve it. 

In summarizing the incidence of their 
recommendations, the Mission con- 
cluded that wage earners and salaried 
workers as a group would be paying less, 
Particularly under the recommended 
combinations of greater personal ex- 
emption, greater credit for dependents, 
and lower tax rates, married persons 
with dependents would reap the greatest 
advantages. Among the self-assessed 
taxpayers, the farmers would probably 
be taxed about the same as they were 
before the new rates went into effect. 
The Mission did feel, however, that the 
reporting by each farmer of his own tax 
liability would create a payment pattern 
entirely different from that previously 
prevailing under a system where each 
farmer paid a tax based on an area 
average rather than on his own income. 
A third group, the self-assessed business- 
men and professional men, were ex- 
pected to pay more, even under lower 
rates and exemptions. For this group, 
the Mission felt, the old system had per- 
mitted extraordinary excesses of evasion. 


Taxing Higher Incomes 


The authors of the Report, admit- 
tedly enthusiastic supporters of progres- 
sion in taxation, found it necessary t0 
re-emphasize their reasons for lopping 
off 30 per cent from the highest per- 
sonal income tax rates. The pages deal- 
ing with the encouragement to non- 
compliance and evasion attributable to 
the high rates—which reached 85 pet 
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cent—give the impression that the 
authors are convincing themselves with 
some difficulty. When stating that the 
proposed “reduction of rates is an es- 
sential step in securing the greater vigor 
of administration that is required if 
substantial improvement in the degree 
of progression is to be attained,” * the 
authors convey clearly their view that 
only a temporary lack of adequate ad- 
ministration and taxpayer cooperation 
stands in the way of their recommend- 
ing a truly progressive rate structure. 
Almost any of the other recommended 
taxes in the Report could also be 
dropped because the proper climate for 
successful administration would require 
some time for attainment. 


In any event, the Mission agrees that 


it “cannot be satisfied with the degree 
of high level progression in the tax 
system that is reflected by nothing much 
more than an income tax that is limited 
toa 50 or 60 per cent top rate.” ° This 
dissatisfaction is heightened by the 
knowledge that one of the key purposes 
of a progressive tax system is the bar- 
tiers it places in the way of the accumu- 
lation of big fortunes which threaten to 
concentrate control of the economic 
system, a danger of particular signifi- 
cance to Japan. As an alternative to 
high rates in the upper income brackets, 

propose a novel recurring capital 
levy, “an annual, low-rate tax on the 
net worth of well-to-do individuals.” ® 
The rates recommended range from 1/2 
of 1 per cent to 2-1/2 per cent or possi- 
bly 3 per cent. The lowest rates apply 
to net worths of from 5 to 10 million 


* Report, vol. I, p- 78. 
* Report, vol. I, p. 81. 
"Report, vol. I, p. 81. 
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yen, the highest to those above 50 
million. An exemption of 5 million yen 
is designed to permit the net worth levy 
to take effect only where the income 
tax rate schedules level off. There are 
but a very few precedents in Europe or 
elsewhere for this “ periodic” capital 
levy, designedly so light that the tax- 
payer would never have to pay it out of 
capital. 

Many virtues are claimed for the 
novel net worth tax taking the place of 
higher income tax rates. The new tax, 
we are told, will not discourage pro- 
duction and investment. Taxpayers 
will have an incentive to put assets to 
profitable work (or hide them). The 
new tax, at the same time, is a better 
weapon against the growth of undue 
concentration of economic power, since 
the ownership of wealth, not the receipt 
of incomes, permits the exercise of eco- 
nomic power. It particularly gets at 
sources of any economic power 
concentrated in non-income-yielding 
wealth. Finally, the new tax lends it- 
self to the coordination of national and 
local tax systems. 

The taxpayers’ willingness and ability 
to comply, as well as the efficiency of 
the tax administration, troubles the 
Mission much less in the case of the net 
wealth tax than when high level income 
tax rates are involved. It is claimed 
that taxpayer conformity with other 
taxes will give both the taxpayer and 
the tax administrator the necessary 
know-how to make the new tax work. 
The Report concludes its discussion of 
the net worth tax with the hope that 
the success of the new levy might even 
permit a lowering of the highest per- 
sonal income tax rate to 45 per cent. 
This conclusion is puzzling to the reader 





ee 


a 


PT Pee 


112 NATIONAL TAX JOURNAL 


who earlier learned that only an im- 
provement in tax consciousness and ad- 
ministration stood in the way of higher 
income tax rates than those finally 
proposed. 


Special Categories of Income 


American students of taxation will 
find most interesting, and perhaps most 
controversial, the Mission’s recommen- 
dations dealing with the treatment of 
special income categories, including 
capital gains. Lacking current relevance 
to our experience and thought, but 
equally interesting, is the handling by 
the Mission of the difficult income tax 
aspects of the internal depreciation of 
the yen. 

The Mission concludes that capital 
gains are 100 per cent taxable income. 
As in the case of recipients of single 
*‘lump ” incomes, such as authors, those 
realizing capital gains may spread the 


tax burden over future years. Possibly 


in recognition of current revenue needs 
as well as of Japanese taxpayers’ propen- 
sities to evade taxation, a tentative total 
tax on the entire amount is paid in the 
first year; in future years an adjustment 
is made by reducing the tax otherwise 
due and not by cash refunds. 
Consistent with its courageous capital 
gains stand, the Mission recommends the 
recognition of capital losses as 100 per 
cent deductible. To insure the full 
realization of appropriate tax relief, the 
recommendations provide for the car- 
rying back as well as carrying forward 
of net losses. Losses may be carried 
forward until the entire loss is offset 
against current income. For special 
cases where losses are incurred by taxable 
entities no longer in a position to 
anticipate future incomes, the losses may 
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be taken back two years and become the 
basis for cash refunds. 

The Mission was unimpressed with 
the prevailing American viewpoint, 
strongly supported by Congress, that 
capital gains are not ordinary income 
and must receive especially lenient con- 
sideration in recognition of their im- 
portant economic role of providing risk 
capital. In bold contrast, the Mission 
states that capital gains give to their 
possessor an increase in economic power 
not differing from interest or dividends, 
They dismiss the link to the formation 
of capital, which is allegedly enhanced 
by favorable tax treatment, by stating 
categorically that such treatment is an 
unwise favoring of speculative types of 
investment. The point the Mission 
drives home most effectively is that tax 
avoidance opportunities are needlessly 
facilitated through the transferability of 
profits and other forms of income into 
capital gains. “ The fact is, and ex- 
perience in the United States amply re- 
veals, that many a well-to-do and 
sophisticated investor can dodge almost 
untouched through the high income 
brackets if capital gains are given ex- 
emption or a low tax rate.” * 

We in the United States are fortunate 
that our own tax provisions do not have 
to take account of revaluations of assets 
brought about by price levels which 
have increased by as much as 200 times 
in a short period. The Japanese people 
suffered such a catastrophe, as have 
many other people of Europe and Asia, 
and the Mission has tackled the problem 
squarely. It has dealt with the pro 
visions needed to bring to a currently 


7 Report, vol. I, p. 91. 
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yalid basis the values used for tax pur- 
poses after a severe inflation has sub- 
sided. Assuming that the “ Dodge 
Line” will hold, it has rightfully not 
concerned itself with tax problems dur- 
ing periods of rapidly rising prices. 

The Mission considered and dismissed 
proposals that business assets be revalued 
to a level comparable to current replace- 
ment costs and that the increase in value 
be subjected to full taxation as capital 
gains. They argue that write-ups in 
yen values reflect merely paper gains. 
In support of their contention the 


_ Mission finds an added reason for shun- 


ning a straight revaluation in the fact 
that tightness of cash might turn any 
income tax on the gains from revalu- 
ation into a capital levy. ; 

The Mission remained convinced, 
however, that some revaluation would 
be necessary to start the new income tax 
off on a properly reformed basis. They 
wanted depreciation related to current 
price levels and not to historical costs 
that have little relevance. But taxpayers 
benefiting from the revaluation should 
equitably pay some tax, since holders of 
fixed money claims are not allowed to 
claim losses resulting from depreciation 
of the yen. The recommendations of 
the Mission appear to offer a practical 
and reasonable solution. All assets are 
to be revalued, those of individual entre- 
preneurs as well as those of corporations. 
The revaluation write-up is to be sub- 
ject to a postponable 6 per cent tax. 
The payment schedule for the tax on 
the write-up of depreciable assets makes 
the taxpayer liable for one half the levy 
in the next fiscal year and one quarter 
more in each of two ensuing fiscal years. 
On land and nondepreciable property 
the amount of the liability would be 
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established, but no tax would be payable 
until the asset was sold or disposed of by 
gift or bequest. Revaluations are to be 
made promptly by all taxpayers con- 
cerned except farmers, who won long 
extensions of time because they lack 
needed records and face difficult prob- 
lems of determining base values and re- 
placement costs. 

The Mission, in approaching revalu- 
ations, had sought to “recommend a 
compromise that will avoid the worst 
injustices and retain most of the antici- 
pated economic advantages.” * This it 
has admirably done. 

It should be obvious that the Mission 
has not failed to recommend a complete 
pattern of income taxation (including 
that of corporations, discussed below). 
The Report deals exhaustively with 
problems such as inventories, depreci- 
ation, capital expenditures, and bad 
debt reserves, as well as special categories 
of income. The tax-minded reader will 
find interesting observations and chal- 
lenging conclusions. He will find also 
a well integrated concept of income that 
consistently adjusts taxpayer equity 
criteria and the need for tax revenue in 
balanced proportions. 


Taxation of Foreign Nationals 


One recommendation made by Carl 
Shoup and his colleagues, itself of minor 
revenue significance and affecting only 
a relatively small number of taxpayers, 
has been the subject of the widest at- 
tention. A reader of the American press 
might well believe that their recom- 
mendation affecting the taxation of 
foreign nationals was the most im-- 
portant one made, and the only one to 


8 Report, vol. II, p. 125. 
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which the Japanese Parliament, people, 
and press have reacted. It may be well 
to briefly summarize what the Mission 
recommended, if only to correct some 
of the impressions which the daily press 
has created. 

The Mission based its recommenda- 
tions for the taxation of foreign 
nationals on the assumption that Japan 
needed foreign investment and that 
foreign personnel would have to come 
to Japan together with foreign capital. 
It assumed further that foreign 
nationals, especially those from coun- 
tries with high standards of living and 
with hard currencies, would need a 
measure of protection against rates and 
provisions conceived in terms of depre- 
ciated yen. In keeping with this, it sug- 
gested that the top rates for foreign 
nationals under the personal income tax 
be fixed at 50 per cent, a rate it thought 
not far out of line with the average 
33-1/3 per cent levels paid by com- 
parably situated Americans at home. It 
favored this over the administratively 
complicated proposal to tax foreigners 
at the same rate they would pay at 
home. It similarly rejected special cost- 
of-living deductions or allowances for 
foreign nationals. 

For the investments themselves, the 
Mission pointed out the desirability of 
making special provisions for lighter 
taxation on the foreign capital and its 
earnings. It specifically asked that non- 
resident aliens not be subjected to any 
withholding tax on dividends paid to 
them. (The Mission elsewhere recom- 
mends that there be no tax withholding 
by corporations on any dividends they 
pay. At this point the Mission implies 
that it wants foreign owned stock ex- 
empted even if a withholding tax is in 
effect. ) 
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The Mission’s intentions and its pro- 
posals should appear reasonable to fair 
minded persons. But the Mission may 
have been remiss in failing to realize the 
extraordinary, virtually extraterritorial 
status achieved in Japan by Allied 
nationals since that country’s defeat. In 
fact, the Report itself notes that it 
found foreign nationals paying no in- 
come tax at all on any non-yen currency 
income received. 


In any event, the Mission did not 
anticipate ‘the attitude of the foreign 
nationals affected or their influence on 
SCAP and the Japanese Government, 
This reviewer feels that a jump from 
virtually a tax-immune status to a 50 
per cent tax level (most foreigners 
would easily reach the top income 
brackets when their foreign currency 
income is expressed in yen) would in- 
volve “ taxpayer adjustment ” problems 
of a kind the Mission has elsewhere con- 
cerned itself with. A committee of the 
Foreign Business Community of Japan, 
composed of representatives of large cor- 
porations in the U. S., the U. K., France, 
and the Netherlands, led the assault, 
backed by the same business interests at 
their homes working through the Far 
Eastern Commission. 


We know now that the Japanese 
Finance Minister, seeking to line up 
foreign investments and to permit their 
entry into Japan, did not stand up long 
against the combined attacks on the 
Mission’s proposals on the taxation of 
foreign nationals. On April 25, 1950, 
the Government introduced into the 
Diet its proposal to tax the income of 
foreigners in Japan at half the rates ap- 
plicable to Japanese.? The measure has 
now been promulgated into law. Now 


9 New York Times, April 26, 1950. 








ro- 
air 
1ay 


the 
ied 


nese 

up 
heir 
ong 


of 
150, 


of 


low 





SHOUP MISSION ON 


No. 2] 


it appears the foreign business com- 
munity thinks the rates, cut 50 per cent, 
are still too high. 


Corporate Income Taxation 


The Mission expresses views on cor- 
porate income taxation which are again 
in contrast to the prevailing American 
thought. It. speaks disapprovingly of 
the practice of all countries, including 
Japan, of levying taxes against corporate 
entities, a practice it believes to be with- 
out economic justification or logic. The 
corporation, we are told, holds a fatal 
fascination for the legislator seeking ad- 
ditional revenues; in addition, taxing 
corporations is always politically popular 
and easy, 
The Mission has no use whatsoever for 
progressivity in corporate income tax 
rates. 

The Mission appears sorely tempted 
to disregard the corporation as a tax 
target except when it fails to distribute 
income to taxable individuals. How- 
ever, a compromise view is reached in 
the interest of additional revenues and 
of avoiding the complications of a sys- 
tem which endeavored to eliminate en- 
tirely any discrimination between cor- 
porations and other forms of business 
enterprises. The compromise is still far 
from the American standard. It goes 
only as far as a flat 35 per cent tax on 
the income of each corporation, and a 
credit for each individual stockholder 
against his personal income tax of an 
amount equal to 25 per cent of the 
dividends he receives from taxed cor- 
Porations. The effect of these two pro- 
Visions, one approximating a flat rate 
withholding tax on the shares of stock- 
holders in the corporation’s profits, and 
the other an approximate allowance for 


administratively speaking. 
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this withholding tax in the taxable in- 
come of the shareholder, is not far from 
granting a very insignificant role to the 
corporation as a tax base. 

There is a third element in the 
Mission’s concept of corporate income 
taxation, namely, an annual interest 
surcharge of 1 per cent on the aggregate 
earned reserves accumulated out of net 
earnings in all future fiscal periods. The 
surcharge, we are told, is in no way a 
penalty on any accumulation or de- 
signed to repress any degree of accumu- 
lation. It is supposed only to counter- 
balance the pressure for the retention of 
earnings resulting from the propensity 
of some taxable shareholders to ask their 
corporation to avoid dividends. The 
rate at which the surcharge is levied 
should provide no more than the neces- 
sary offset to this pressure. To the re- 
viewer the Mission’s plan to tax all 
capital gains fully suggests that there 
will be lacking any usual shareholder 
incentive to avoid dividends in favor of 
increasing the book value of shares. 

The Mission sees no occasion for 
further corporate taxation. It demands 
the immediate repeal of Japanese excess 
profits taxes and makes no proposal for 
their reintroduction in any form. 

The system of income taxation pre- 
scribed for Japan centers around the in- 
dividual recipient of taxable income. 
Equity considerations have as good a 
chance as they will get under any 
system. 


National and Local Fiscal Relations 


In the field of fiscal relations between 
the Japanese national government and 
the political subdivisions, the Migsion 
found much wanting. As might be ex- 
pected, Japan’s prewar imperialistic 
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regime, planning for aggressive warfare 
on a wide scale, did not pay much at- 
tention to the needs or revenue problems 
of the localities. Revenues inadequate 
in magnitude were based on archaic 
taxes and uncertain and irregular grants, 
and were illogically distributed between 
the different levels of government. 
There was a fertile field for the Mission’s 
experts to plow. In addition, the 
Mission had a directive from SCAP to 
help develop local autonomy, a logical 
goal of occupation authorities trying to 
offset extreme nationalism. 

The accustomed American pattern is 
absent in Japanese local finance. The 
work horse of American state and local 
finance, the tax on capital values of real 
property, and the lesser draft animals, 
the sales and gasoline and other excises, 
are completely lacking. The American 
reader should study carefully the Re- 
port’s Appendix A *™ on local finances, 
which conveys a good idea of the exist- 
ing pattern and its traditions only in 
relation to which the recommended 
forms will make sense. Here only a 
passing allusion can be made to these 
factors. 

The Mission built its suggestions 
around its estimate that the prefectures 
and municipalities together need 100 
billion yen more revenue each year if 
they are to adequately finance the 
functions allocated to them. It recom- 
mended that the cost of meeting natural 
disasters, not infrequent phenomena in 
the land of earthquakes and paper and 
wooden houses, be met entirely by the 
national government. This reduces the 
revenue quest to 80 billion yen. 
Another 40 billion are to come from 


10 Report, vol. III, pp. Al-A31, “Finance of 
Local Governments.” 
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improving the system of taxpayer 
“voluntary” contributions (a system 
of special assessments, service fees, 
donations, and shakedown payments), 
and more and better handled local bor. 
rowing. The source of this 40 billion 
is not too clear, but the reader will no 
doubt attribute his lack of understand. 
ing to the mysteries of Japanese local 
finances and will find some comfort in 
the tact that the 40 billion are only yen, 

Having found 60 billion, the Mission 
buckled down to raising a final 40 
billion from an improved and re. 
arranged system of taxes and grants, 

With regard to taxes, the Mission 
recommended that two of the three most 
important revenue sources, the Inhabi- 
tants and the Real Estate levies, be used 
solely for the municipalities. Taxes 
levied by the Prefectures, notably the 
Enterprise tax, are to be retained by the 
taxing jurisdiction and not shared. The 
result aimed at was fewer and better 
taxes, levied at higher rates. Some idea 
of what is involved can be gained from 
a glance at the proposals on the three 
aforementioned taxes. 

The Inhabitants tax will remind older 
residents of New York City of the per- 
sonal property tax. The Japanese tax 
perhaps exceeds in arbitrariness even the 
New York levy, which was repealed be- 
cause the assessors, picking names out of 
telephone directories, made the bad mi- 
take of deciding that one Eustace Tilley 
had personal property valued at $18,000. 
Mr. Tilley is an imaginary 18th Century 
dandy who graces the annual anniver- 
sary cover of the New Yorker magazine. 
He was the assessor’s and the tax’s ul 
doing. 

The Mission describes the Inhabitants 
tax as follows: The Prefecture decides 
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how much money it wants and fixes a 
quota for each municipality. Simultane- 
ously each municipality determines how 
much it wants and derives an average 
rate per inhabitant which will yield the 
desired total. This average rate is the 
basis for a per capita or poll tax levy in 
each locality. The remainder of the de- 
sired total is obtained through the use of 
several alternative bases, one of which is 
income. Occasionally the national in- 
come tax base is used; more often some 
external index of income suffices. In 
smaller villages, instead of income a tax- 
payer ranking system is used in which 
local prestige and property are but two 
of several criteria. 

The Mission decided to strengthen 
and continue the Inhabitants tax. It 
recommended that property be dis- 
carded as a potential base, that the poll 
tax element be limited, and that the use 
of the net income tax base as a criterion 
be nationalized. Perhaps some day a 
mythical resident of some Japanese 
town, a distant relative of Eustace 
Tilley, will get an assessment based on 
his prestige. Now that the Mission has 
given the tax a reprieve such a chance 
assessment provides the only forseeable 
occasion for its repeal. 

The Real Estate tax, known to the 
Japanese as the Land and House Tax, 
will ring a familiar. bell to the American 
teader, if not in the form the Mission 
found it, at least as it will be when the 
Mission’s recommendations are imple- 
mented. The tax was levied on all realty 
and has as its base the prewar rental 
value. Such rentals are ludicrously low 
in terms of current Japanese prices and 
Values. In addition, the rental concept 
Was not readily applicable to farms and 
ta common Japanese unit in which 
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business and dwelling premises are com- 
bined. The yields were very small. 


The Mission, its members nurtured in 
U. S. county and local finance, did the 
obvious and recommended the use of a 
capital value base in lieu of a historical 
rental base. In addition, the Mission 
suggested that all depreciable assets, not 
merely realty, become subject to the tax. 
In this way all the reappraisal and re- 
valuation work, elsewhere developed, 
would be of use to the municipalities. 
This recommendation, like many others 
of the Mission, assumes quite an evolu- 
tion in Japanese tax practices. 

The third of the “ big three” local 
taxes is the Enterprise levy, a pre- 
fectural surtax to which all business 
enterprises, regardless of form, are sub- 
ject. The Mission thinks there is room 
for a prefectural tax on businéss enter- 
prises and wants the levy retained. 
However, it seeks to divert the tax 
away from the already busy income tax 
base from which profits subject to tax- 
ation have been derived and to simplify 
the administration. The desired solution 
is found in a new base consisting of 
profits to which are added interest, rent, 
and payroll outlays. We are not told 
just how administering the novel value- 
added base will be easier than tacking a 
surtax to an already existing national 
income tax base. 

There are many other local taxes in- 
cluding a remarkable prefectural ad- 
missions tax, the fate of which is 200 
per cent, on which the Mission has made 
analyses and come forth with sug- 
gestions on any features found wanting. 
The average reader, however, will find 
more of interest in the discussion of 
grants-in-aid. 
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There are many various kinds of 
grants aad subsidies paid by the 
national government to the political 
subdivisions. The Mission has attempted 
to look at the functions financed 
through these payments and to set up a 
logical pattern. Some of the partial 
subsidy payments and the local shares 
in the yields of the national income 
taxes are slated for discard. In their 
place and as the key element in the flow 
of national funds to the prefectures and 
municipalities, a new Equalization 
Grant is proposed. The Mission claims 
this grant will shift the emphasis away 
from fluctuating national ability to pay 
to the more stable and rational basis of 
real local need. The new grant will 
provide for a fixed sum to be appro- 
priated each year. Its size and distribu- 
tion are to be based on formulae re- 
flecting the difference between what the 
localities would collect from standard 
taxes at standard rates and the minimum 
cost of essential services. The U. S. has 
not yet progressed to the use of a shar- 
ing formula reflecting capacity-to-pay 
taxes and need measured by the sums re- 
quired to finance necessary services. 

At this point, as at many others, the 
reader will wonder at the size of the 
jobs lying ahead for the Japanese tax 
and budget experts. Fortunately, they 
can relax a bit before tackling the new 
Equalization Grant formulae. The 
Mission has wisely suggested that for a 
year or two, an arbitrary sum be passed 
out among the localities to keep them 
going while the amounts to which each 
unit of local government is eligible are 
worked out. 

In summarizing the net effect of its 
several } recommendations on __ local 
finance problems, the Mission observes 


that after its recommendations are ac. 
cepted the proportions of local revenues 
to be derived from independently col. 
lected taxes and from grants will not be 
different from the proportions under the 
old systems. We are told, however, that 
the recommendations will aid the attain- 
ment of local autonomy, chiefly by 
clarifying the responsibility for fune- 
tions and the collection of revenues and 
by aiding poor areas through the 
Equalization Grant. In any event, the 
localities will be so occupied with their 
new responsibilities and the new formu- 
lae that they will hardly have any time 
to enjoy their autonomy. 


Other Recommendations 


It has already been noted that the 
Mission did not fail to analyze and con- 
tribute its recommendations on all 
aspects of the Japanese tax system. To 
the student interested in particular 
forms of taxation, a study of the several 
chapters dealing with the system of 
death duties, with tobacco and liquor 
revenues, and with other indirect taxes 
and customs duties will be rewarding. 
The nature of the levies, however, did 
not call for the Mission to make many 
noteworthy suggestions which, in them- 
selves, would represent a contribution 
to the field of taxation. An exception 
to this generalization is perhaps the in- 
teresting proposal made in connection 
with the Japanese system of taxing gifts 
and bequests. : 

After the end of the war, the 
Japanese adopted estate and gift taxes 
patterned very closely after those of the 
Federal government in the United 
States. There was no time for the 
Japanese to accumulate experience with 
the new levies which would permit the 
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Mission to evaluate their suitability. 
The Mission, however, felt strongly that 
the American system on which the 
Japanese was based was itself unsatis- 
factory and had already provided ample 
evidence of deterioration resulting from 
the unchecked growth of tax avoidance 
methods. The Mission, therefore, with- 
out hesitation recommended that the 
Japanese scrap their system and “ pro- 
ceed no further down the path that has 
led to so unsatisfactory a condition in 
the United States. It will be simpler 
and more equitable to adopt a different 
approach to the taxation of gifts and 
bequests.” ** 

The tax proposed by the Mission is 
an accessions tax, a cumulative levy on 
the recipients of gifts and bequests. 
The tax is graduated progressively in 
accordance with the total amount of 
gifts and bequests received over a period 
of time by a given individual. It is not 
dificult for the Mission to make a con- 
vincing case for the superiority of its 
proposal over the method to which the 
Japanese had previously turned. Tax 
burdens under an accessions tax are dis- 
tributed more equitably among heirs 
than they could be under separate estate 
and gift taxes, or even through integra- 
tion of these taxes. At the same time, 
the application of progressive rates to 
the total amounts received by benefi- 
Ciaries provides incentive for a wide 
distribution of wealth, admittedly a 
socially desirable objective. Compliance 
and administration are relatively easy. 

In summarizing its discussion of the 
advantages of the accessions tax, the 
Mission concludes: ‘‘ The accessions tax, 
so far as it applies to transfers at death, 
is simply an inheritance tax, and as such 


11 Report, vol. II, p. 143. 


SHOUP MISSION ON JAPANESE TAXATION 119 


has a long record of experience in many 
countries. So far as it applies to gifts 
during life, it is similar to the well- 
known gift tax. The accessions tax 
that we recommend for Japan is there- 
fore a combination of two familiar 
taxes, and affords no hazard in the way 
of experimentation with new types of 
taxation.” ™* 

The Mission does not fail to give to 
the Japanese a full set of proposed details 
on all phases of the new tax, including 
graduation by relationship, exemption 
for dependents, credits in case of fre- 
quent transfers, and most important, a 
well conceived schedule of rates. 

Another body of recommendations is 
unique among tax surveys covering im- 
portant jurisdictions. The Mission’s 
analysis of the changes in Japanese in- 
stitutions which must take place before 
Japanese taxation will be on a sound 
basis is very well handled. No facet of 
the problem is omitted in the lengthy 
Appendix (Volume IV). The reader 
will be surprised that a country like 
Japan, which has made such phenomenal 
industrial development, will be required 
to take such elementary steps in order 
to qualify itself for an efficient tax 
system. The job opportunities outlined 
in the fields of accounting, tax liti- 
gation, tax administration, and tax re- 
search will provide Japan with a whole 
new class of white collar and pro- 
fessional workers. Their colleagues 
throughout the world wish them well. 


Ill, CONCLUSIONS 


The Shoup Mission has done a great 
deal both for the Japanese and for the 
field of taxation and government 
finance in general. Individual disagree- 
ment with some proposals or conclusions 


12 Report, vol. II, p. 145. 
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does not detract from the fact that the 
Report is an outstanding one worthy of 
the highest praise. In fact, some dis- 
agreements will arise merely because the 
Mission has been forthright and bold in 
its recommendations and has not re- 
frained from making proposals in ac- 
cordance with its progressive concepts. 

It can be said that circumstances 
favored the Mission. Seldom has a 
mission received its terms of reference 
as broadly defined as did the Shoup 
Mission; seldom has a mission’s arrival 
coincided with the introduction of a 
national program for the redirection of 
the entire economy, thus providing the 
scope for wide and sweeping changes. 
Rarely, also, have the recommendations 
of a visiting body of experts received 
such support as the Supreme Com- 
mander for the Allied Powers gave to 
the Mission, and rarely have a govern- 
ment and a parliament acted with such 
vigor in accepting nearly all the pro- 
posals. These factors do not detract 
from the contributions made by the 
Shoup Mission. They merely indicate 
the unique occasion to which the Mission 
successfully rose. 

Time alone will give to the Shoup 
Mission itself and to the world an op- 
portunity to judge the soundness of 
some of the recommendations made. 
The proposals, which are logical and 
balanced, must stand the test of practi- 
cability. The efforts to create a tax 
climate must succeed before the wisdom 
of the Mission in proposing taxes which 


cannot thrive without the necessary 
climate can be established. One can at 
this time only agree that the Japanese 
people would have been rendered a dis- 
service if there had been prepared for 
them a defeatist set of recommendations 
conceding that their older practices of 
evading taxes and of inadequate tax 
administration could not be changed. 

Japan’s economy is still subject to 
great strains. Its balance of payments 
is severely out of line, and a re 
orientation of Japanese trade, now that 
the neighboring Asiatic mainland is out- 
side its trading orbit, presents a serious 
problem. The Japanese business com- 
munity is showing increasing restlessness 
with the deflationary pressures now tak- 
ing hold as the Dodge line goes into 
operation. Sniping at the restrictive 
legislation, including tax measures, may 
begin. Even without this, the Japanese 
public finances and the tax system in 
particular have a stormy period ahead 
of them. The Japanese have some oc- 
cupation costs to carry, but they are 
wholly freed of military or defense 
burdens and have huge counterpart 
fund revenues feeding the Treasury. 
It will be incumbent upon the Japanese 
to show intelligence and vigor in adapt- 
ing the system they have inherited from 
the Shoup Mission to their imminent 
problems and needs. 

The Japanese must surely know al- 
ready that they have been given an op- 
portunity for benefiting from some of 
the best thought on tax problems which 
the American scene could provide. 
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ORE and more, taxation is being 
related to the problems of the 
economy—to such objectives as increas- 
ing the national income, stabilizing the 
economy, maintaining high-level em- 
ployment, encouraging investment, and 
increasing the flow of consumer pur- 
chasing. This is so whether taxation is 
regarded as a revenue measure or as a 
vehicle of social control. American 
governments are spending at a rising 
annual rate, now approximating $60 


and are raising in taxes some $56 billion. 
Our governments also have a total gross 
debt of approximately $275 billion. 
Governmental finances are thus bound 
to have a tremendous impact upon the 
economy. 

Today taxation is being’ called upon 
to achieve the dual purpose of (1) sup- 
plying revenue to finance costly public 
services and (2) assisting society in 
promoting its economic and social ob- 
jectives. The noninterventionist state of 
the laissez-faire period has given way to 
the modern capitalist state, to the wel- 
fare state, to national socialism, or to a 
dictator state. The early individualistic 
market economy has been superseded in 
this country by a mixed economy in 

ich governmental influence is every- 
where felt and is frequently controlling. 

*A paper presented at the Thirty-seventh Annual 


Conference of the New England State Tax Officials’ 
Awociation, Providence, October 6, 1949. 


*The author is professor of public finance at the 
; School of Finance, University of Penn- 





billion. They employ 7 million persons 





TAXATION AND THE ECONOMY* 


ALFRED G. BUEHLER ¢ 


The study of only the financial 
aspects of government is insufficient for 
an understanding of the role of modern 
taxation. All taxation has economic 
effects, as it takes from the taxpayers, 
whether they are individuals or business 
entities, funds that would otherwise be 
spent or saved, diverting those funds 
into the stream of public expenditures. 
Governments have been instituted to do 
things that would not otherwise be done 
or to do things differently. Social 
institutions and economic behavior are 
affected both directly and indirectly by 
taxation, whether it be employed for 
revenue, for regulation, or both. 


The Tax Power Is Basic 


The power to tax is the power to 
govern. To spend, to borrow, and to 
carry on their activities, governments 
in a capitalistic society must be able to 
tax. Even in Soviet Russia, where 
private capital has largely disappeared 
from production, it has been found 
necessary to lean heavily on the taxing 
power to finance state functions. The 
power to tax is, in practice, more than 
the power to raise revenue.’ It involves 
the power to regulate, as suggested by 
the famous dictum of Chief Justice 
John Marshall in McCulloch v. Mary- 
land, ““ The power to tax involves the 
power to destroy.” But taxation may 
not only retard or prohibit economic 
activity; it may also, under certain cir- 
cumstances, stimulate or redirect it. 
The economic influence of taxation is 
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felt both as revenue is raised and as 
taxation is employed in conjunction 
with the power to regulate commerce 
and with other governmental powers. 
Tax penalties or rewards may accom- 
pany the regulation of activities which 
are the targets of public action. And 
the burdens or benefits resulting from a 
particular tax policy are not simply 
monetary; they are also psychological, 
affecting the emotions, the reasoning, 
and the economic behavior of the tax- 
payers and the community. 

In considering the impact of taxation 
on the economy, it is necessary to note 
that taxation is employed not only to 
finance expenditures which are aimed at 
promoting such goals as economic 
stability and expansion but also to 
finance national defense and other pro- 
tective services, maintenance of justice, 
education of the young, care of depend- 
ent groups, and other public services 
involving primarily political or social 
considerations. The material, or eco- 
nomic, objectives of the community, 
however important they may be, are not 
the only concern of the state; hence in 
reaching decisions concerning the proper 
scope and manner of governmental 
financing, the economic and noneco- 
nomic objectives may come in conflict 
and must be weighed to determine 
which shall prevail. Expenditures for 
essential purposes may stimulate in- 
flation during boom periods, for ex- 
ample, or human and natural resources 
may be exhausted in unproductive en- 
deavor. It is desirable that so far as 
possible the expenditures, taxation, bor- 
rowing, and financial administration of 
governments shall be consistent with the 
economic and social objectives of an in- 
creasing, steadily flowing, and equitably 
distributed national income. 


In practice, the economic effects of 
the spending, taxing, and borrowing 
programs of a government may be a 
odds, and the different taxes employed 
may also create conflicting economic re. 
percussions. While a government js 
seeking to increase investment with 
greater outlays for public works, 
natural-resource development, public 
housing, government utilities, or other- 
wise, it may be imposing heavy taxes on 
personal incomes or other objects that 
substantially limit the funds available 
for private investment and dim the 
ardor of investors to assume risks 
Again, while a government is trying to 
bolster consumer spending with its ex 
penditures, it may be curtailing con- 
sumer purchasing power materially with 
onerous taxes. It may maintain high 
taxes to combat inflation but at the same 
time be expanding its inflationary ex 
penditures. It may be endeavoring to 
curb monopolies with various restrictive 
regulations and be giving aid to new 
and small business while its taxation dis 
criminates against the birth and growth 
of new enterprises. It may rely largely 
on the income tax for revenue becaus, 
among other reasons, it is assumed that 
this tax makes for economic stability 
and expansion, when, as a matter of 
fact, some of the features of the tat 
accentuate economic fluctuations an 
discourage higher economic activity. 
And to the frequent conflicts in the 
financing of a particular governmental 
body must be added the conflicts ati 
ing in the financing of other units 
government in our Federal, state, 
local structure. 


Revenue Principles of Taxation 


In an appraisal of the economit 
significance of taxation it is helpful 
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keep in mind the principles that have 
been developed in revenue theory and 
practice. We shall then be in a better 
position to decide whether revenue and 
regulation are inherently inconsistent 
with each other or whether they should 
both have common economic purposes 
and effects. 

The revenue principles of taxation 
have been variously stated by Adam 
Smith and other writers. In his cele- 
brated maxims of equity, certainty, 
convenience, and economy of adminis- 
tration, Smith set forth the revenue 
principles which to him seemed sound 
in a laissez-faire economy. Smith was 
fearful of the effects of burdensome 
taxation on investment and employ- 
ment, and he recommended the tax 
measures which he thought would be 
kind to the economy. His opposition 
to protective tariffs and tax barriers to 
trade is well known. Josiah Stamp has 
pointed out that Smith, like many 
others who are apparently in opposition 
to positive regulatory measures, did en- 
dorse a few uses of the taxing power to 
regulate economic activity. 

Historically, governments seem to 
have been most concerned with the fiscal 
adequacy, or productivity, of taxes. 
What may be called the productivity 
principle would involve such factors as 
diversity of revenue sources; elasticity 
of yield; adaptability to changing eco- 
nomic, political, and social conditions; 
simplicity, certainty, convenience, and 
eficiency of administration.2 A second 


‘Josiah Stamp, The Fundamental Principles of 
Taxation (rev. ed.; New York: Macmillan Company, 
1936), pp. 190-191. 


*For a discussion of the revenue principles of 
taxation see A. G. Buehler, Public Finance (3rd ed.; 
New York: McGraw-Hill Book Company, Inc., 
1948), chap. xv. 
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fundamental principle of taxation for 
revenue is that of justice in the ap- 
portionment of taxes. The tax system 
should, so far as possible, be equitable 
in its effects on the taxpayers, as sug- 
gested by such canons as ability to pay 
and benefits received. The consider- 
ation of the effects of the tax system 
suggests another principle, for the re- 
percussions of taxation are felt through- 
out the whole community. That is, the 
effects of taxation should be consistent 
with the economic and social objectives 
of the community and with the in- 
stitutions and economic processes con- 
ducive to those objectives. This prin- 
ciple is being given increasing weight in 
taxation. In practice, however, tax- 
ation may be imposed according to 
“pressures” rather than principles, as 
expediency prevails over the require- 
ments of good judgment and long-range 
considerations are largely ignored. 

In practice, application of the revenue 
principles has emphasized the role of 
taxation in providing the financial 
nourishment of governments. While 
there has always been some regard for 
the economic effects of taxation, his- 
torically they have been considered 
rather incidental to the primary purpose 
of raising revenue to support expendi- 
tures thought to be socially desirable. 
The laissez-faire theory of “* leave-them- 
as-you-find-them,” or neutrality, in 
taxation assumed that the tax system 
should interfere as little as possible with 
the approved institutions of individual 
liberty and initiative, private property, 
free enterprise, and inequality in in- 
comes. The Victorian slogan of “ tax- 
ation for revenue only ” was also a tax 
policy of disturbing the economy as 
little as possible. Taxation for reform 
was eschewed by those approving of 
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taxation for revenue only because they 
apparently thought reforms were not 
required. They also apparently thought 
that if reforms should become desirable, 
there were better ways to accomplish 
them. 


Fiscal Policy and Taxation 


Fiscal policy today would employ 
taxation in a more positive way to pro- 
mote economic stability and expansion 
and other goals. By fiscal policy is 
meant the utilization of public finance 
—of public expenditures, taxation, bor- 
rowing, and financial administration— 
in furthering the economic and social 
policy of the community. In formu- 
lating fiscal policy it is therefore first 
necessary to decide what economic and 
social objectives are to be advanced. 
What kind of society do we want, and 
how is government going to help us ob- 
tain that society, if we do not already 
have it? Our objectives may be some- 
what inconsistent with each other, as are 
economic stability and expansion. The 
most stable economy will not be a grow- 
ing one, and a growing economy will 
not be a perfectly stable one. Some 
compromise must be reached by the 
exercise of good judgment. With our 
system of representative government, 
with its checks and balances and its 
diffusion of authority, it may be very 
difficult to reach agreement on our eco- 
nomic and social objectives. Actually, 
in both the legislative and executive 
branches one is likely to find much dis- 
agreement over objectives, confusing ex- 
pressions of fiscal policy, numerous in- 
consistencies, and many fiscal policies 
rather than one. 

In addition to the perplexing prob- 
lems involved in deciding upon ob- 
jectives, there are further difficulties in 
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formulating practicable and effective 
fiscal policies: providing the necessary 
personnel and organization for planning 


public finances and administering fiscal 


policies; securing legislative and execu- 
tive cooperation at the Federal, state, 
and local levels; developing satisfactory 
techniques for economic forecasting and 
selecting the appropriate controls; suc- 
cessfully executing the fiscal policies 
determined; and solving other problems, 
The formulation and application of 
fiscal policies inevitably call into play 
economics, political science, ethics, psy- 
chology, sociology, statistics, and the 
broad area of the social sciences con- 
verging in the field of public finance. 
The problems encountered are thus 
complicated and multitudinous. 

Fiscal policy has recently been identi- 
fied with the economic theories of John 
Maynard Keynes, Alvin Hansen, and the 
so-called New Deal and welfare econ- 
omists who have been greatly con- 
cerned with the threats of economic in- 
stability and stagnation. They would 
overcome fluctuations in investment and 
consumption expenditures by means of 
a “managed compensatory fiscal pro- 
gram,” in conjunction with monetary 
policy and various economic controls. 
Keynes did not originate the term 
“fiscal policy,” although he placed 
great emphasis upon public finance in 
stabilizing the economy at a high level 
of employment. Actually, there have 
been during modern history and there 
may be in the future various 
policies, depending upon the economic 
and social problems arising and the eco- 
nomic and social policies prevailing in 
each community. Fiscal policy is not 
simply deficit financing, therefore, of 
the application of any single measure 
fiscal regulation. 
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Those who oppose fiscal policy and 
taxation consistent with economic and 
social objectives will frequently find, if 
they engage in some honest intro- 
spection, that they only oppose particu- 
lar fiscal policies or the particular ap- 
plication of certain fiscal policies. One 
who argues that taxation should be used 
for revenue only may endorse the pro- 
tective tariff, tax differentials in favor 
of new and small business, tax induce- 
ments to risk-taking, tax penalties on 
specific types of business or lines of 
consumption, or other tax encourage- 
ments or discouragements. Again, the 
conservative business man who criticizes 
the Keynesian doctrine of maintaining 
purchasing power may urge the repeal 
or reduction of this or that excise or 
sales tax or oppose the introduction of 
new or higher commodity taxes because 
he believes such measures will react 
favorably or unfavorably on consumer 
purchasing and thus on his own business 
and employment. Or the higher tax- 
ation of corporate income may be 
favored or opposed as an alternative to 
the higher taxation of personal income 
because it is thought to be less or more 
detrimental to investment or other eco- 
nomic activity. 


Some Fiscal Policies of Modern 


Governments 


Those who are engaged in formu- 
lating and acting upon tax legislation 
are bound to relate taxation to eco- 
nomic and social policy. Hansen * and 
other writers have described various 
fiscal policies employed by modern gov- 
ffnments. In the age of mercantilism, 
as the rising national governments of 


84H. Hansen, Fiscal Policy and Business Cycles 
(New York: W. W. Norton & Company, Inc., 
1941), chap. vi. 
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Europe sought to strengthen the state 
and promote trade and _ industry, 
numerous tax inducements and re- 
strictions were enacted. The impor- 
tation of wanted raw materials was en- 
couraged by removing tariffs, while 
imports of competing processed goods 
were discouraged by discriminatory 
tariffs. Approved exporting was aided 
by bounties. To promote internal trade, 
tax restrictions on domestic commerce 
were lowered or abolished. With the 
purpose of nurturing a larger population 
that would supply industry with cheap 
labor, the essential foodstuffs were freed 
from import duties, and exports of 
grain were taxed or prohibited. Fiscal 
policy was thus related to political, eco- 
nomic, and social policy. 

The reaction to the centralization of 
authority and economic regimentation 
of the mercantilist era found expression 
in the individualistic political and 
laissez-faire economic policies that be- 
came popular during the late eighteenth 
and early nineteenth centuries. Progress 
and prosperity were to be found in the 
free exercise of individual initiative in a 
competitive, free-enterprise economy. 
According to the Jeffersonian maxim, 
“That government is best which 
governs least.” Although governments 
with limited functions were usually en- 
dorsed, there was considerable discus- 
sion, particularly in relation to war and 
postwar financing, of the effects of 
higher taxation, the growth of public 
debts, and the expansion of expend- 
itures. Some writers thought that 
government financing had beneficial 
effects on the economy; others disputed 
these conclusions. 

The individualism of the first half of 
the nineteenth century gradually gave 
way to groupism in Great Britain, the 
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United States, and other countries ac- 
cepting popular government and free 
enterprise. The education of the youth 
became increasingly a public respon- 
sibility, highways were taken over from 
private turnpike corporations by gov- 
ernments and extended, and more 
public money went into health and wel- 
fare services. The growing influence of 
government over private enterprise was 
evidenced by the enactment of laws 
regulating utilities, curbing monopolies, 
and imposing other restrictions. Wars 
and public works brought higher 
budgets, public debts, and taxes. Finan- 
cial and economic crises recurred, and 
depressions were suffered from time to 
time in agriculture and other industries. 
Meanwhile, Britain introduced and es- 
tablished the income tax, we also 
adopted an income tax as a Civil War 
revenue, and there was considerable 
popular agitation in this country for 
a progressive personal income tax and 
for monetary and other legislation that 
would benefit the distressed groups. 


The Seligman-Wagner Controversy 
over Fiscal Policy 


During the closing quarter of the 
nineteenth century the demands in 
some quarters for employing taxation as 
a means of social reform were actively 
resisted. The clash of opinions may be 
illustrated with a reference to the con- 
troversy between E. R. A. Seligman, 
the American economist, and Adolph 
Wagner, the German economist, which, 
incidentally, was the occasion for an 
early use of the term “fiscal policy.” 
In his Finanzwissenschaft, published in 
1880, the intellectual socialist Wagner 
opposed the prevailing inequality in 
wealth and income and advocated the 
introduction of progressive taxation to 


[ Vou. If 


lessen substantially that inequality. He 
developed a  social-compensatory or 
social-political theory of taxation, which 
would have the state compensate for the 
economic inequalities it had sanctioned 
by taxing the wealthier classes more 
heavily in order to finance expenditures 
for the benefit of the masses. With the 
assistance of the tax system, social re- 
forms would be accomplished and the 
advent of the age of socialism would be 
hastened. 


Seligman took Wagner to task for 
proposing to adopt progressive taxation 
to promote social reforms.* He dis- 
agreed with Wagner’s conclusion that 
fiscal policy (Seligman’s term) con- 
sidered merely revenue requirements 
and demanded proportional taxation. 
He argued that the tax policies of the 
various nations had allowed for social 
considerations in the past and had not 
been shaped solely as a result of fiscal 
requirements. He mentioned the pro- 
tective tariff, sumptuary taxation, and 
other regulatory taxes as examples of the 
influence of broad social policy. Selig: 
man opposed the use of progressive tax- 
ation to equalize wealth and income, but 
conceded that social justice might re- 
quire great changes in taxation. He 
found a basis for progressive taxation 
in his ability-to-pay, or faculty, theory 
of taxation. If social reforms were t0 
be furthered by governments, expend- 
itures, rather than taxation, should be 
employed. Finally, he indicated that 
the social-political theory of taxation 
was not new, but had appeared in the 
debates in Florence, Italy, during the 
fifteenth century, and _ subsequently 


4E. R. A. Seligman, Progressive Taxation i 
Theory and Practice (Publications of the America® 
Economic Association, IX, Nos. 1-2, [1894]), Patt 
II, chap. i. 
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elsewhere in the controversy over pro- 
gressive income tax proposals. 

It may be of interest in this discussion 
of fiscal policy and taxation to note that 
another American economist, H. C. 
Adams, used the terms “fiscal policy ” 
and “ financial policy ” at the close of 
the century, particularly with respect to 
the economic and financial policies to be 
followed in relation to the public 
domain and natural resources.° He 
declared that the patrimony of the 
state, or the flourishing condition of 
private industry, should not be impaired 
by governmental financial _policy.® 
Public finance should also recognize the 
current political theories and institu- 
tions. 


ation, which he was inclined to favor, 
shows that he was appraising it in terms 
of its economic effects. He contended 
that progressive taxation, if judiciously 
applied, would encourage industrial and 
social development. The older and more 
successful persons, with the higher in- 
comes, would pay the higher tax rates, 
and the younger and more vigorous, 
with the lower incomes, would pay 
lower taxes and would thus have in- 
centives to push ahead and introduce 
improvements in production. He 
argued further that industrial incomes 
and the concentration of ownership in 
industry resulted in a deficiency of pur- 

ing power among consumers and an 
excess of goods available for the mar- 
kets, While maintaining that progres- 
five taxation should not be used directly 
to advance social reforms, Adams held 


5H. Adams, The Science of Finance (New 
York: Henry Holt & Company, 1898), Book I, 
i. 


"Ibid. pp. 3-6. 





Adams’ discussion of progressive tax- 
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that a more equal distribution of wealth 
and income would diffuse purchasing 
power more widely and would some- 
what mitigate depressions. 


The Great Depression and Economic 
Theory 


The financing of the First World 
War brought greatly increased national 
budgets and taxes. The war was 
financed primarily by inflationary bor- 
rowing, however, which produced a 
wave of postwar inflation as well. The 
boom was followed by the recession of 
1921, during which governments un- 
dertook limited public works programs 
and other measures of relief. After the 
recession, the uneasy prosperity which 
then prevailed for several years finally 
gave way in the 1929-1930 crisis and 
the economic stagnation of the 1930’s. 
As the economy slumped, unemploy- 
ment grew by leaps and bounds and 
severe economic readjustments ensued. 

Monetary policy, which had been 
looked to hopefully during the 1920’s 
as something of a panacea for cyclical 
fluctuations, was found to be inadequate 
both as a preventive and as a cure for 
the severe depression. The regulation 
of reserve requirements, rediscount 
rates, open market operations, and other 
monetary factors were not, for various 
reasons, very effective as economic con- 
trols. As the depression deepened, 
hastily devised public expenditures for 
relief and recovery flowed out in this 
country at an unprecedented rate. 
Some argued that pump-priming, or 
temporary doses of public spending, 
would start the economy on the road to 
recovery and that natural forces, work- 
ing through private enterprise and free 
markets, would bring back prosperity. 
But pump-priming had only limited 
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effects and millions of unemployed 
could not find jobs. 

Meanwhile, as the Keynes-Hansen 
group of economists studied the prob- 
lems of unemployment, they became 
more fearful of the imminence and 
dangers of a prolonged depression. The 
mature capitalistic economy, it was 
argued, suffered from inherent and 
cumulative weaknesses. Saving tended 
to increase at too fast a rate, investment 
and consumer spending at too slow a 
rate. The inequality of incomes in a 
capitalistic society operated to institu- 
tionalize the excess of saving and the 
dearth of spending. Mass unemploy- 
ment was bound to remain unless, with 
the help of government action, pur- 
chasing power was maintained and in- 
creased. In the stabilization and ex- 
pansion of aggregate spending for in- 
vestment and consumption, a leading 
role would therefore have to be assigned 
to public finance. Supplementary mone- 
tary and other economic controls would 
also be necessary. But the private-enter- 
prise system would be preserved. 


The Second World War and Postwar 


Developments 


As the debate over appropriate fiscal 
policy continued and the depression 
dilemma remained unsolved, the Second 
World War broke out in Europe. Soon 
national budgets were again soaring to 
finance armament programs. Invest- 
ment in war plants and facilities in- 
creased tremendously. Millions of new 
jobs were created in war production 
and in the military forces. Unemploy- 
ment ceased to be a problem, and the 
gross national product and the national 
income rose to great heights. Con- 
sumers had more money, and they laid 
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away substantial sums to supply their 
needs when the scarcities in the markets 
would disappear. Thus the war and its 
financing ushered in a period of high 
and growing economic activity. 

But while the wartime prosperity dis. 
pelled at least temporarily the gloom of 
depression, it was accompanied by con- 
siderable inflation, in spite of the con- 
trol measures adopted, and many felt 
that a burst of postwar inflation might 
be even more menacing to the stability 
of the economy. The greater fear 
among the Keynesian economists, how- 
ever, was that of a secular stagnation 
after a short-lived boom or perhaps a 
a sequel to the readjustment to a slowed 
down peacetime economy. Much 
thought was devoted to ways and means 
of assuring continued prosperity after 
the war by keeping investment, pro- 
duction, consumption, and employment 
at high levels with the aid of govern- 
ment action. 

The early pump-priming _ theories 
were now commonly rejected. A con- 
tinuing program of compensatory and 
developmental finance would be re 
quired, it was thought, to fight the wat 
and postwar inflation and the imminent 
postwar depression that might otherwise 
go on indefinitely. Fiscal policies were 
said to demand higher taxes, budget 
surpluses, and debt reduction in boom 
periods; and lower taxes, increased pub- 
lic expenditures, and deficit financing in 
depression periods. Excises, sales taxts 
and other taxes passed on to consumets 
should be avoided so far as possible to 
help keep consumer spending at a high 
level. The progressive personal income 
tax, which tends to tax saving moj 
heavily than spending because of tht 
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higher rates on the upper income brack- 
ets, should be extended to its reason- 
able limits and should serve as the back- 
bone of the tax system. Deficiencies in 
investment should be overcome by gov- 
ernment outlays, and tax inducements 
should be utilized to encourage private 
investment when stimulation of invest- 
ment is required. Welfare and other 
expenditures that would expand the 
purchasing power of the masses should 
be increased. Public finance would thus 
be employed as a regulator of the health 
of the economy that would assure a 
steadily increasing flow of spending, a 
growing national income, and so-called 
full employment of a rising labor force. 

These proposals were vigorously de- 
bated in Washington and over tlie 
the country during and after the war. 
A compromise was reached in the Em- 
ployment Act of 1946, which author- 
izes the President to keep Congress 
informed of prevailing economic con- 
ditions and to recommend such measures 
as may seem advisable to him for main- 
taining high level employment. The 
President is assisted by the Council of 
Economic Advisers and its staff of econ- 
omists and statisticians. Reports on 
current economic conditions and the 
problems of the economy are issued 
periodically, and fiscal policies intended 
to promote economic stability and ex- 
pansion are proposed by the Council and 
the President. To consider the eco- 
homic reports and the policies proposed 
and also to conduct independent eco- 
nomic studies, Congress has established 
the Joint Committee on the Economic 
Report. While the Government has not 
committed itself to guarantee full em- 
ployment, it has provided facilities for 
planning a stable and growing economy. 
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Vigorous governmental action may be 
expected if the economy shows definite 
signs of slumping. The will to fight 
inflation, unfortunately, is much weaker 
than the eagerness to combat depression, 
if the test is to be found in actions 
rather than words. 

Fiscal policy is a highly controversial 
subject. It has become widely recog- 
nized, however, as a continuing ap- 
proach, along with other influential 
public and private measures, to long- 
range as well as cyclical economic prob- 
lems. The magnitude of public finance 
has grown to such vast proportions that 
its impact upon the economy cannot be 
ignored. It is not a question, therefore, 
of whether governments shall or shall 
not have a fiscal policy, but of deciding 
which fiscal policy shall be pursued. 
Public finance does influence the oper- 
ations of the economy. The issue then 
is, what should its influence be? 

The fiscal policies advocated by econ- 
omists are inevitably related to their 
economic theories and the particular 
problems of the economy that are en- 
countered. The neo-Keynesians are now 
suggesting corrections and improve- 
ments in the Keynesian doctrines. Some 
economists have placed considerable em- 
phasis upon the importance of the 
“ built-in flexibility ” of taxing, spend- 
ing, and borrowing programs that will 
automatically operate to set off counter- 
cyclical influences at the appropriate 
time. It is suggested that the progres- 
sive personal income tax, for example, 
automatically imposes higher rates as 
incomes increase with prosperity and 
lower rates as they fall with depression. 
Hansen contends, however, that auto- 
matic devices are inadequate and cannot 
safely be substituted for the changing 
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pressures of public finance which an ad- 
ministrative board could enforce if it 
were established.’ He therefore advo- 
cates a “managed compensatory fiscal 
program.” 


The economic, monetary, and fiscal 
policies proposed by Keynes and Hansen 
and their followers have often been 
criticized as “‘ socialistic,” but the Key- 
nesian economists profess a preference 
for a mixed economy. This is to be an 
economy of modern capitalism in which 
private enterprise is an important part- 
ner with the government. Since private 
enterprise cannot alone maintain a 
stable and growing economy, however, 
the government must act as a senior 
partner, both leading the way to higher 
levels of economic activity and acting 
as a balance wheel in the economy 
which makes up for the deficiencies and 
fluctuations of private investment and 
consumer purchasing power. 


Criticism of Keynesian Fiscal Policy 


The proposals for compensatory and 
developmental fiscal policy have aroused 
opposition among businessmen and have 
also been criticized by economists. The 
businessman commonly fears that one 
governmental fiscal control will lead to 
another, that one part of the economy 
cannot be controlled without control- 
ling the other parts, and that instead of 
strengthening private enterprise Key- 
nesian fiscal policies will eventually 
spell its doom. It is also argued that 
the steeply progressive taxation endorsed 
by the Keynesians is deadening to 
business initiative and takes funds from 

TA. H. Hansen, Monetary Theory and Fiscal 


Policy (New York: McGraw-Hill Book Company, 
Inc., 1949), chap. xiii. 
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the taxpayers that could and would be 
invested in private enterprise if the tax 
rates were reduced to moderate levels, 
The promised economic security that is 
to be attained by means of managed 
compensatory fiscal policy, it is claimed, 
will turn out to be only the economic 
stagnation of a controlled economy. A 
more perfect capitalism, with the 
primary responsibility for economic 
stability and growth placed on private 
enterprise and with governmental 
financing and activity consistent witha 
private enterprise system, is therefore 
proposed. 

The economists who have scored 
Keynesian fiscal policy have also feared 
the repressive effects of government 
domination of the economy and have 
found the Keynesian theory of economic 
fluctuations untenable. Professor Lutz, 
who has frequently denounced the use 
of taxation for social reforms and Key- 
nesian fiscal policy, refers to the “ new 
economics ” as “‘ the propaganda of the 
fiscal and economic medicine men.”* 
He declares, “The mature economy 
doctrine was manufactured out of whole 
cloth as a rationalization to support the 
spending which some wanted the Goy- 
ernment to undertake.” And in stating 
the issue of the use of progressive tax 
ation to promote economic and 
objectives, he says, “One road carries 
the markings of private enterprise, jobs, 
investment, risk-taking, and inequality 
of incomes, but with a rising level of 
incomes and well-being for all in the 
new prosperity. The other road carries 
the markings of the equalization of 
wealth and incomes through taxation, 


8H. L. Lutz, “A Simple Recipe for Prosperity,” 
The Tax Review, V, No. 5 (1944), 19-22. 
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mass unemployment, government sup- 
port of the economy, and eventual gov- 
ernment ownership and control of the 
whole economy.” ® 

The controversial character of the 
Keynesian approach to economic in- 
stability is indicated by the comments 
of Arthur F. Burns, Director of Re- 
garch of the National Bureau of Eco- 
nomic Research, which grow out of the 
Bureau’s studies of business cycles. He 
declares: “The opinion is widespread 
that Keynes explained what determines 
the volume of employment at any given 
time, and that our knowiedge of the 
causes of variations in employment is 
now sufficient to enable governments to 
maintain a stable and high level of 
national income and employment within 
the framework of our traditional eco- 
nomic organization. . . . Unhappily, 
this opinion reflects a pleasant but 
dangerous illusion.”*® _ He contends 
that the complex causes of business 
cycles are deeply rooted in the economy, 
that economic forecasting is a quite im- 
perfect art, that governments have not 
yet demonstrated they can stabilize the 
economy, and that the curbing of eco- 
nomic fluctuations will require many 
stabilizing influences, private as well as 
public. The appropriate role of fiscal 
policy is thus debatable. 


Fiscal Policy and Tax Programs 


_ The difficulties encountered in tax- 
ing, spending, and borrowing, and in 
inistering public finance in a 


9H. L. Lutz, “Progressive Taxation in Postwar 


Tax Plans,” The Tax Review, V, No. 12 (1944), 
$1-54, 


WA. F. Burns, Economic Research and the 
Keynesien Thinking of Our Times (New York: 
Bureau of Economic Research, 1946), p. 5. 
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manner consistent with the economic 
and social objectives of the community 
are enhanced by the practical necessity 
of prescribing in considerable detail the 
essential features of the tax system and 
public finance in general. It is not 
enough to say that a certain sum must 
be raised in taxation at a given time or 
that a certain sum must be spent by 
governments in order to combat in- 
flation or deflation or to maintain or in- 
crease aggregate demand. The economic 
effects of different taxes are different, 
for one thing. And in regulating risk- 
taking, initiative, investment, and other 
economic activity it is frequently neces- 
sary to select the areas of regulation and 
prescribe the specific measures required 
in view of the particular circumstances 
involved. Writers on fiscal policy 
therefore find, in practice, that they 
cannot stop with aggregates of public 
expenditures, taxation, and borrowing, 
and quite commonly outline at least the 
major features of public finance, includ- 
ing the fundamental requirements of 
financial administration. The most 
complicated of modern taxes, the in- 
come tax, figures prominently in fiscal- 
policy discussions. But various alter- 
natives are available in taxing income, 
and it.must be decided how, as well as 
how much, income is to be taxed. 
Problems of economic and tax theory, 
of administration, and of politics are 
encountered at every step. The longer 
one contemplates the scope of fiscal 
policy, the more he realizes its great 
breadth and its myriad complications. 


Can Regulation and Revenue 
Be Reconciled? 


A realization of the awesome nature 
of the problems presented by modern 
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fiscal policy may incline one to abandon 
any hopes he may have had as to its 
possible salutary effects. But one is 
driven back to facing the challenge of 
fiscal policy by the perverse fact that 
public expenditures, taxation, and debts 
have grown to such proportions, and 
government activity has extended in so 
many directions and over such a wide 
area, that the character and the oper- 
ations of the economy are already being 
daily regulated by the pervasive in- 
fluence of government. Also, the prob- 
lems of economic instability and de- 
pression are so serious and important 
that it is desirable to conduct the finan- 
cial and other affairs of our govern- 
ments in a manner conducive to high 
and satisfactory levels of economic 
activity. 

The economic effects of taxation— 
whether it be employed for revenue, for 
regulation, or for both purposes—should 
be advantageous to the community, 
promoting the welfare of the majority 
at least. If a tax is chosen primarily as 
a regulatory measure, it should promote 
desirable economic and social objectives 
more effectively than other available 
measures. Otherwise the tax system 
will be encumbered with needless and 
perhaps injurious regulatory devices 
that may impair the revenue function. 
The fiscal, economic, and social disad- 
vantages of regulatory taxes should be 
weighed in appraising their net advan- 
tages to the community in comparison 
with other available methods of regu- 
lation. 

The history of regulatory taxation 
reveals many abuses for the gain of 
special groups and many failures in at- 
tempting to regulate economic activity 





with impractical measures or with 
measures affecting those regulated and 
the community in a manner different 
from that anticipated. The revenue and 
regulatory uses of taxation may conflict 
with each other, and a choice will fre 
quently have to be made in deciding 
whether the raising of revenue to 
finance socially desirable expenditures 
or the regulation of certain economic 
activities is more important to the com 
munity. The primary purpose of tax 
ation has been and still is the raising of 
revenue to finance public expenditures, 
To what extent taxation may and 
should be employed as a regulator of the 
economy is a debatable subject. But 
revenue measures do regulate economic 
behavior, as previously stated, and it is 
essential that the taxes selected for the 
revenue system should, so far as possible, 
have economic effects advantageous to 
the community. The least possible in- 
jury to the economy may be the most 
that may be expected from some 
revenue sources, but if tax irritants and 
injuries are to be minimized the taxes 
employed must be wisely chosen. And 
detrimental taxation can be justified 
only if the advantages of the expend: 
itures it supports outweigh the. disad- 
vantages of such taxation, considering 
the effects of the taxation and the éx- 
penditures on the community. 


Conclusion 


This discussion points to the conclu- 
sion that regulation and revenue cannot 
be completely reconciled, and that the 
equity and social desirability of both 
revenue and regulatory taxes must be 
appraised in terms of their effects on the 
economy as well as on the taxpayet 


[ Vou, I] 
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Justice in raising revenue is not accom- 
plished merely by taxing according to 
standards of ability to pay, benefits re- 
ceived, or some other basis of apportion- 
ing tax payments. The productivity of 
revenue measures, at least in the long 
run, is also inevitably affected by the 
economic and social effects of taxation 
upon the community. While revenue 
and regulatory measures may conflict 
with each other, these conflicts and 
other conflicts among the revenues 


themselves and among the regulations 
employed may be minimized, if not re- 
moved, by relating tax revenues and 
tax regulations consistently to the eco- 
nomic and social goals of the com- 
munity. The ideal to be sought is the 
selection of only those revenue and 
regulatory measures which have eco- 
nomic and social effects that are, on 
balance, advantageous to the com- 
munity. 
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INTERNATIONAL STATISTICS ON GOVERNMENT 
FINANCES AND ACTIVITIES 


JOSEF BEROLZHEIMER * 


R. PAUL ELLIS called his book on 
American government finances The 
World’s Biggest Business. Whether or 
not one agrees to call the generally non- 
profit-making organization of govern- 
ment “ business,” nobody can deny that 
the government is the largest single in- 
dustry in the United States with regard 
to receipt and expenditure of funds, and 
debt outstanding. In most other 
countries also government today prob- 
ably represents the biggest “* business ’* 
with regard to financial turnover, assets, 
and liabilities. 

The upkeep of this “ biggest estab- 
lishment ” is financed largely on a com- 
pulsory basis without direct equivalent 
return to the individual taxpayer, and 
the services offered to the public are 
hard to measure in terms of monetary 
value. Hence, there is always a particu- 
lar need to scrutinize the financial de- 
mands upon citizens as well as the per- 
formance of the respective governments 
in their various functions and activities. 

The extent and quality of informa- 
tion on government finances and activi- 
ties—statistical, budgetary, or perform- 

* The author is an economist with the Economic 
Cooperation Administration, Washington, D. C. He 
wishes to express his gratitude to Mr. Allen D. 
Manvel, Chief, Governments Division, United States 
Bureau of the Census, and Dr. Edward R. Gray of 
ECA for their critical review of the manuscript, and 
to Professor James W. Martin and Dr. Wylie Kil- 
patrick for encouraging the writing of this article. 
The ideas and suggestions of this study are entirely 


those of the author and do not necessarily reflect 
the viewpoint or policy of ECA. 


1New York: National Industrial Conference 
Board, Inc., 1945. 


ance records—vary considerably from 
country to country. Financial statistics 
were already in existence in som 
countries a century ago and have been 
improving ever since. Nevertheles, 
even in a country with high statistical 
standards, such as the United States, the 
statistics on government finance and 
activities could still be substantially ex. 
tended. In most other countries th 
available information seems to be les 
extensive. 


NEED FOR INTERNATIONAL DATA ON 
GOVERNMENT FINANCE 


Growing Financial and Administrativ 
Cooperation and Coordination 


Interest in government financial and 
administrative statistics collected inter 
nationally has been very extensive for 
almost a century and at present 
greater than ever before. Such data ae 
needed because the nations of the world 
are so interdependent and so much in- 
terlocked economically and financially 
that important financial events or politi 
cal measures in one country are felt, 
some extent at least, by the whole 
world. Furthermore, the interrelation- 
ship of government and the rest of the 
national economy is so close that aly 
change in the activities of the one i 
mediately causes a reaction in the other 
It is now necessary to include govefi- 
ment financial data among the in- 
dicators of international economlt 
movements. 
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The world economy has been un- 
settled for many years, from as early as 
World War I through the postwar in- 
flation and the overexpansion of the 
"twenties. The ensuing period of de- 
pression was accompanied by disap- 
pointment over losses of private invest- 
ment abroad (because of lack of con- 
yertibility of the currencies), and a 
high degree of economic isolationism. 
This was followed by World War II 
with its* international economic dis- 
location and the new international 
financial developments, such as “ lend- 
lease,” occupation financing, and 
UNNRA. Then came the postwar 
period, when the need for a flow of in- 
vestment capital from countries with an 
abundance of capital into countries 
with the need for reconstruction and 
development became urgent, and when 
for the first time in world history gov- 
ernment grants-in-aid and non-ear- 
marked loans were distributed on an in- 
ternational basis. 

The Bretton Woods Agreements, 
taking into account the need for mone- 
tary stability and protection of invest- 
ment abroad, created the International 
Monetary Fund and the International 
Bank for Reconstruction and Develop- 
ment. A late 1948 report, referring to 
discussion of the question of fiscal or- 
ganization at board meetings of these 
two agencies, makes the following state- 
ment: 


The I. M. F. and the I. B. for R. & D. 
have held board meetings since the last 
session of the Fiscal Commission. Among 
the problems discussed was the question of 
fiscal organization. It is quite clear that a 
Country will have difficulty in obtaining 

ial aid from these institutions unless 
its financial, and consequently fiscal, or- 
ganization has at least certain elements of 


order. In this respect, international co- 
operation is required to achieve an under- 
standing of budgetary matters, proper 
budgetary and fiscal classification, and col- 
lection of data.” 


Naturally, production, consumption, 
price, wage, foreign trade, and employ- 
ment data are very important as eco- 
nomic indicators; but data on govern- 
ment finances are of almost equal signif- 
icance, especially for the reason that, as 
stated above, in almost every country 
the government is the biggest “ enter- 
prise.” Its finances, as well as its fiscal 
policy and administration have a greater 
influence on the national economy and, 
within limits, on the world economy 
than any other homogeneous group of 
enterprises in that country. After the 
war the governments of the various 
countries adopted, either by law or in 
practice, the responsibility for a maxi- 
mum or full employment, and this 
policy decision has made data on gov- 
ernment activities all the more im- 
portant. 

There are other problems which make 
the knowledge of government finance 
and administrative data on an inter- 
national basis almost imperative. For 
instance, the stream of international 
capital migration and investment abroad 
not only arouses a special interest in the 
important problem of double taxation 
but also brings the need for information 
on government indebtedness, tax bur- 
den, government capital outlay, and the 
general fiscal policy of the country in 
which the capital is being invested. 
American private investments between 
the World Wars in Germany created a 


2U. N. Document E/CN.8/33, pp. 6-7. Also 
Document E/CN.8/50, p. 7. 
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headache when Germany became “ in- 
solvent” after 1929, because of incon- 
vertibility of the mark into foreign cur- 
rency. 

Government fiscal policy frequently 
plays the decisive role in determining 
whether a country has inflation, de- 
flation, or financial stability, and 
whether it is able to pull itself up by its 
own efforts from any financial dis- 
equilibrium or can achieve financial 
stability only by foreign aid. Fiscal 
policies are carefully scrutinized by the 
Economic Cooperation Administration. 

In addition to the problems of over- 
all financial development and policy, 
there are certain specific subjects in the 
field of government finance and ad- 
ministration which are of particular 
interest to various newly established in- 
ternational organizations, which dis- 
seminate the information they obtain to 
interested government agencies and 
private groups. For instance, the or- 
ganization and costs of government 
health offices and administration of gov- 
ernment health insurance are of great 
interest to the World Health Organi- 
zation. Schedules of tax exemptions, 
social insurance finances, and fiscal 
measures to fight unemployment are of 
concern to the International Labor 
Office. Data on customs duties, excise 
taxes, etc., are necessary for the Inter- 
national Trade Organization. Taxation 
of agriculture and forestry is of great 
importance to the International Food 
and Agricultural Organization. The 
finances and administration of trustee- 
ships are surveyed by the Trusteeship 
Council of the United Nations. The 
International Monetary Fund, which is 
concerned with international currency 
and exchange-rate problems, and the In- 
ternational Bank for Reconstruction 





and Development are keen observers of 
the general fiscal policy in each of the 
various countries and its impact on the 
national economy. 

Another international body engaged 
in dealing with government financial 
data is the Organization of European 
Economic Cooperation (O.E.E.C.). This 
unofficial Western European intergoy- 
ernmental cooperative agency is in 
charge of making proposals for the dis. 
tribution of ERP aid and setting up the 
targets for European recovery. The in- 
clusion of government data in its re 
search project is due to its main interest 
of showing the role of government 3 
“consumer and investor” and as 4 
source of inflationary, deflationary, or 
stabilizing monetary trends—in other 
words, the extent to which government 
fiscal policy contributes toward achiey- 
ing internal financial stability. 

The United States Government is 
more than ever involved in_ inter 
national activities, such as deciding 
foreign trade policy, granting loam 
through the Export-Import Bank, pro- 
tecting investment interests abroad, and 
negotiating double taxation treaties, t0 
name only a few. There are also special 
obligations undertaken by the United 
States in its new role of world economic 
and political leadership. Examples ate 
the European and Korean recovery pt 
grams, military government and civilian 
supervision in former axis countries, 
various trusteeships, the Military Assist- 
ance Program, and the program 
on “Point Four” of the President’ 
1949 Inaugural Address in which he 
advocated improvement of under 
developed areas. These new programs 
create especially strong needs for gov 
ernment finance data which so far have 


had to be filled on an ad hoc basis. 
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Monographic Reporting Versus Inter- 
national Statistics 


Information gathered and conveyed 
by newspaper reporters, foreign corre- 
spondents, and magazine writers; the 
continuous reporting of the foreign 
service; and the even more extensive re- 
ports of economists and social science 
analysts have provided, almost since the 
turn of the century, considerable 
material which has enabled the observer 
to follow fairly well, on a country by 
country basis, the significant events in 
financial developments and _ resulting 
political measures. 

As long as most of the international 
problems could be dealt with on a 
bilateral basis and the main purposes 
could be accomplished by individual 
country studies, monographic reporting 
for the individual 


countries was 
sufficient. The present world structure, 
however, poses problems involving 


simultaneously a multitude of countries. 
In such cases as the ERP, aid for under- 
developed areas, and the tasks assigned 
to the International Monetary Fund, 
the International Bank for Reconstruc- 
tion and Development, and the Export- 
Import Bank, the use of published re- 
ports of individual countries may fre- 
quently lead to misinterpretation of the 
data. There is great variety in presenta- 
tion, concepts, accounting procedures, 
and classification of data in the reports 
of different countries. Furthermore, 
differences in activities, in the division 
of responsibility between the various 
levels of government, or in financial 
policy may easily distort the whole 
financial picture given in published re- 
Ports. The details of the government 
data must bé painstakingly studied and 
brought into a uniformly organized 
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statement before valid international 
comparisons can be made. 

Most of the governments report their 
budgetary data on a departmental basis. 
Often it is impossible to find out from 
the same report what functions the 
various departments really cover, be- 
cause departments are frequently politi- 
cal creations with supervision of activi- 
ties of great functional diversity, and 
the names are often irritatingly unin- 
formative. For instance, the United 
States Department of the Interior, de- 
voted mainly to “natural resources,” 
uses the same name as the department of 
the interior of any of the European 
countries in which such a department is 
essentially the policy-making office for 
police affairs, supervision of municipal 
and provincial affairs, health problems, 
etc. There are other problems which 
impair comparability among countries. 
For instance, the percentage cost of 
national defense for a country with a 
sizable national defense expenditure may 
seem rather small because total ex- 
penditures are presented on a “ gross” 
basis, i.e., they may include aid to local 
governments, debt retirement, payments 
into social insurance funds, total ex- 
penditure of government enterprises, 
etc. For countries reporting their 
finances on a “ net ” basis, much smaller 
defense expenditure may represent a 
higher percentage of total. In some 
countries the total tax burden may seem 
low because they report taxes exclusive 
of local shares and do not consider as 
taxes the employers’ and employees’ 
compulsory payments to social in- 
surance, whereas other countries which 
include these items in their tax revenue 
seem comparatively “‘ overburdened.” 

Another pitfall is presented by the 
concepts of deficits and surpluses, which 
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vary widely depending on whether debt 
retirement, receipts from loans, and pay- 
ments into trust and reserve funds are 
included. If only small amounts were 
involved, these differences might be 
overlooked, but frequently they are big 
enough to change the whole financial 
picture and thus become the source of 
grave errors. These few examples of 
differences in presentation and concept, 
illustrate the many wrong conclusions 
that could result from using each gov- 
ernment’s own reports instead of statis- 
tics based on uniform classifications. 


PAST AND PRESENT EFFORTS TO OBTAIN 
COMPARABLE DATA 


Efforts to obtain government data on 
an international basis can be traced back 
about two centuries, but full achieve- 
ment of the objective is still in the 
future. Good spade work is already be- 
ing done on a national basis. Private 
research, the steady improvement of the 
data of national governments by their 
own official statistics, and national and 
international attempts at compiling data 
of a large number of countries provide 
valuable material and ideas as to how 
the job of statistical presentation of gov- 
ernment data finally could be done. 


Private Research 


The oldest known effort to get better 
knowledge of the functions and finances 
of governments seems to be that of 
Hermann Conring, a German whose 
book Examen Rerum Politicarum T otius 
Orbis was written during the 17th 
Century and published in 1730. In the 
period from the middle of the 19th 
Century to the outbreak of the first 

3See Die Staatsausgaben von Grossbritannien, 


Frankreich, Belgien und Italien, Statistisches Reichs- 
amt (Berlin, 1927), p. 7. 
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World War national statistics of goy. 
ernment data were greatly expanded, 
Economists and administrators like 
Carl Victor von Riecke, Adolf Wagner, 
Georg von Schanz, and Friedrich Zahn 
championed the idea of international 
government statistics. These private 
and national attempts to promote the 
cause of international data on govern- 
ments were only on rare occasions 
matched by collective international 
actions to achieve results in this field, 
Two efforts deserve mention. First, the 
meetings of the International Statistical 
Congress in Paris (1855) and Vienna 
(1857) set up a rather detailed and 
highly intelligent program for the com- 
pilation of international data, which, 
however, has never materialized. Second, 
a successful attempt was made in 1920 
by the Office Permanent de I’Institute 
International de Statistique. Nineteen 
states submitted their financial data for 
the fiscal year 1913-14 and the results 
were published in Vol. VIII of Annuaire 
International de Statistique.* 


Between the two World Wars, im- 
portant work was done in the field of 
international comparative government 
financial research by such prominent 
experts as Edwin R. A. Seligman, G. 
Findlay Shirras, Sir Josiah Stamp, Albert 
Pirelli, Wilhelm Gerloff, Paul Studenski, 
Robert M. Haig, James W. Martin, 
Mabel Newcomer, Arnold Brecht, 
Wladimir Woytinsky, Johannes Popitz, 
and Gerhard Colm. ‘The last named 
laid the groundwork for the modern 
methodology of large-scale government 
statistics on an international basis.’ 


4 Ibid., p. 9. 


5 Gerhard Colm, “Die Methodischen Grundlagen 
der International Vergleichenden Fi 
Weltwirtschaftliches Archiv, XXII (Oct, 1925) 
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Research of Individual Governments 


Among official contributions by gov- 
ernment bureaus to the compilation and 
dissemination of government data, the 
United States decennial Census of Gov- 
ernments of 1890 provided a remark- 
able international study on government 
indebtedness, which was carried out 
under the special supervision of T. 
Hendrick Upton.® The United States 
Government more recently, for World 
War II purposes, issued extensive 
manuals containing government data on 
central and local government structure, 
the tax and expenditure systems, and the 
administrative activities of the enemy 
countries. This information was pro- 
vided for the use of the invading and 
occupation armies. 

Several United States agencies are at 
present engaged in the international 
compilation and analysis of international 
statistics and government financial and 
administrative operations. The Depart- 
ment of Commerce, the State Depart- 
ment, the Bureau of the Budget, the 
Department of Agriculture, the Board 
of Governors of the Federal Reserve 
System, the Federal Security Agency, 
and the Export-Import Bank have re- 
search staffs which study either the 
whole field or specific limited topics. 
The most extensive work at present is 
being done by the ECA (see below) 
and the Office of International Finance 
of the Treasury Department. The latter 
has special representatives attached to 
embassy staffs in all major countries who 
inform the Government on important 
economic and financial events. The 

U.S. Census Office, Wealth, Debt and Taxation; 
Vol 15, (Eleventh Census: 1890) (Washington, 


D. C.: Government Printing Office, 1892-1897), pp. 
1-64, 


INTERNATIONAL GOVERNMENT FINANCE STATISTICS 139 


National Advisory Council on Inter- 
national Monetary and Financial Prob- 
lems, which includes under the chair- 
manship of the Secretary of the 
Treasury the heads of the departments 
and bureaus dealing with these prob- 
lems and which is one of the most in- 
fluential policy-making bodies in the 
field of international economic relations, 
relies to a large extent upon the Office 
of International Finance, the Board of 
Governors of the Federal Reserve Sys- 
tem, and the ECA for its fact-finding 
research. Most of the work of the 
National Advisory Committee is com- 
piled merely as a basis for policy for- 
mation and is, therefore, done only in 
the form of memoranda. But there are 
some publications which include valu- 
able information on government 
finances, such as the fifteen individual 
country studies of the ECA published 
in 1949, dealing with economic con- 
ditions in that year. Furthermore, the 
President’s quarterly progress reports to 
Congress on European recovery (Re- 
ports to Congress of the Economic Co- 
operation Administration) and ECA’s 
Recovery Guides (published bimonthly) 
contain considerable statistical infor- 
mation on the public finances of the 
ERP countries. The National Advisory 
Committee report on Foreign Assets and 
Liabilities of the United States and its 
Balance of International Transactions,’ 
made to the Senate Finance Committee, 
contains a very instructive study on 
** National Debt, Revenue and Income,” 
which represents a remarkable display 
of government financial statistics and a 
comprehensive analysis of the debt 
situation. 


7Senate Finance Committee Print (December, 


1948), chap. IV, pp. 127-41. 
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During the period of the Weimar Re- 
public the German Statistische Reichs- 
amt did a considerable amount of 
pioneer work in the field of inter- 
national government statistics. Origi- 
nally spurred to a lesser degree by scien- 
tific purposes and by interest in invest- 
ment in foreign markets than by the 
sheer necessity of comparing the tax 
burden in Germany with that of the 
allied countries of World War I,® this 
office set up a special division on foreign 
finance statistics with a considerable 
staff of technicians. In addition to a 
number of regular or incidental publi- 
cations, two outstanding research reports 
were issued which not only present 
*““ processed ” data, uniform in method 
and classification, but also give back- 
ground information on laws, govern- 
ment machinery, government “ pro- 
duction,” and economic conditions.® 


Research by the League of Nations 


In 1920, the League of Nations began 
its research activities in the field of gov- 
ernment finance and administration and 
changed the character of the work from 
that of a national activity to that of 
official international activities. It is 
rather regrettable that this extensive 
work did not receive more recognition 


8 Article 233 of the Versailles Treaty required 
that the tax burden in Germany be higher than in 
the victor countries. 


®“ Die Staatsausgaben von Grossbritannien, Frank- 
reich, Belgien und Italien in der Vor-und Nach- 
kriegszeit,” Einzelschriften zur Statistik des Deutschen 
Reiches #2 (Berlins 1927), prepared under the re- 
sponsible supervision of Dr. Gerhard Colm, now staff 
member of the United States Council of Economic 
Advisors; and ‘“Internationaler Steuerbelastungs- 
vergleich der Gewerblichen und Kaufmaennischen 
Betriebe in Deutschland, Frankreich, Grossbritannien, 
Italien, Oesterreich und den Vereinigten Staaten von 
Amerika,” Einzelschriften zur Statistik des Deutschen 
Reiches #23 (Berlin, 1933). 
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among the rank and file of students of 
economics and tax administration. 

The work of the League of Nations 
may be classified into four categories: 


1. Problems of double taxation and tax 
evasion. 

2. Studies of the technical principles of 
taxation, such as (a) bases of income 
tax liability, (b) nature of taxable in- 
come and of deductible expenditures, 
(c) tariff systems, (d) administration 
and collection of taxes, and (e) review 
of fiscal legislation. 

3. Studies of certain economic and social 
aspects of fiscal problems, such-as the 
research project on the impact of eco- 
nomic fluctuations on national tax 
systems, dealing with the fiscal systems 
of Argentina, Austria, Belgium, Peru, 
Poland, Sweden, and the United King- 
dom. 

4. The revenue, expenditure, and debt of 
some sixty countries as published in 
“Public Finances 1928 to 1937” im 
1938.10 


The research projects mentioned un- 
der 1 and 2 are of administrative nature 
and represent a comparison of concepts, 
rates, objects, collection dates, ett, 
which might be presented in a uniform 
tabular form. The projects mentioned 
under 3 and 4 constitute monographs on 
financial development in the various 
countries, arranged on basically similar 
outlines. These monographs present 
excellent material for study of financial 
development and the impact of the de- 
pression, but full comparability is lack- 
ing because of the absence of a uniform 
system of concept, classification, and 
presentation. 

10 For further information about the activities of 
the League of Nations in the fiscal field s 
the following Documents of the United Nations 


E/CN.8/31 of December 2, 1948, and E/CN.8/37 
of January 5, 1949. 
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Research by the United Nations 


The work of the League of Nations 
was to a large part interrupted by 
World War II, and many plans and 
ideas remained either in the blueprint 
stage or on the planning shelf. How- 
ever, the Fiscal Commission of the 
United Nations has been instructed to 
carry on the work of the League of 
Nations in the fiscal field and is, more- 
over, technically equipped to handle the 
present day requirements of financial 
reporting, analysis, and information. 

The Economic and Social Council of 
the United Nations set up, by resolution 
of October 1, 1946, the Fiscal Com- 
mission, which “shall . . . study and 
advise the Council in the field of public 
finance, particularly in its legal, ad- 
ministrative and technical aspects.” * 
This mandate is very broad and creates 
the opportunity to look into almost 
any field connected with government 
finances and public administration. The 
actual work is a responsibility of the 
United Nations Secretariat and is per- 
formed by the Fiscal Division under the 
supervision of the Assistant Secretary 
General in Charge of Economic Affairs. 

The work planned, undertaken, and 
accomplished in the field of government 
finance by the United Nations up to the 
first half of 1949 can be summarized as 
follows: 1” 


1 Report of the Economic and Social Council on 
the First Session of the Fiscal Commission held at 
Lake Success (U. N. Document E/440, p. 1). 


12For additional information on the actual and 
work see the Agenda to the Second Session 
of the Fiscal Commission (U. N. Document E/CN. 
8/32/Rev. 2, January 11, 1949) and the Draft 
Report to the Economic and Social Council om the 
Second Session of the Commission, Held at Lake 
Success, New York, from January 10, 1949 (U.N. 
nt E/CN.8/49, January 21, 1949). Some 
the aspects are dealt with more thoroughly in 
U. N. Documents E/CN.8/33/Rev. 1, December 1, 
1948, and E/CN.8/11, May 17, 1947. 
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1. A fiscal information service was set up 
to provide information on fiscal matters 
to member nations, organs of the United 
Nations, specialized agencies, and non- 
governmental organizations. 

2. The Public Finance Surveys compile data 
on revenue, expenditure, and debts of 
individual countries in tabular form, 
supplemented by interpretive analysis on 
government accounts, budget systems, 
and other features. The data of a num- 
ber of countries were published. 

3. The study on Public Debt, 1914-1947, 
published in 1948, includes data on 
short-term and long-term domestic and 
foreign debt of the central governments 
of most of the countries of the world. 

4. To collect current information on gov- 
ernment finances a questionnaire was 
issued on periodic data (monthly or 
quarterly) concerning public finance. 
The material collected on these forms 
is in the process of being published. 

5. In the field of tax records, a volume 
entitled International Tax Agreements 
was published; information on adminis- 
trative practices relating to the assess- 
ment and collection of taxes was com- 
piled; and questionnaires on the tax- 
ation of foreigners, foreign transactions, 
and foreign resources were sent to gov- 
ernments. 


In addition to these undertakings the 
Fiscal Commission considers as especially 
important, work in the following fields: 


1. Technical assistance to governments; 

2. Studying the effects of taxation on in- 
ternational trade and investment; 

3. Examination of the Model Conventions 
of Mexico and London, in particular, the 
problems arising from dual domicile in 
estate taxes; and a study of the scope of 
arrangements that might be agreed upon 
for reciprocal administrative cooperation 
between revenue authorities in tax 
matters; 
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4. The compilation of statistics pertaining 
to the economic influences of taxation 
with particular reference to fiscal 
measures for preventing depressions, and 
to the influence of taxes upon consump- 
tion, the standard of living, and 
production. 


The work already accomplished by 
the Fiscal Division of the United 
Nations or at present in preparation, as 
well as the program for future activities, 
is impressive. Publications such as 
Public Debt, 1914-1946 and the various 
country surveys™® dealing with the 
finances of Argentina, Austria, Belgium, 
Costa Rica, Guatemala, Ireland, Nor- 
way, Portugal, Sweden, Switzerland, 
U.S.S.R., United Kingdom, United 
States, and Venezuela make valuable 
additions to the general knowledge of 
foreign finance. This volume of 
production has been achieved with an 
extremely small staff, whose skill, tech- 
nical competence, and enthusiasm de- 
serve special commendation. 

It would go far beyond the scope of 
this article to review critically the whole 
program and the publications thus far 
issued. However, some comment on 
certain aspects of the country studies of 
the United Nations seems desirable. The 
Public Finance Survey data, or country 
studies, now represent a “shortcut” 
necessitated by the desire to provide the 
international organizations, member 
nations, and all other research projects 
in need of the material with at least the 
most essential data as quickly as possi- 
ble. The very small staff has been fre- 
quently interrupted in this task in order 
to prepare special information urgently 
needed by the Secretariat, specialized 
agencies, and member-governments. 


18U. N. Document E/CN.8/31 and annexes. 





[Vou 


Examples include fiscal and administra. 
tive data concerning the partition of 
Palestine and a survey of indirect tax. 
ation for the computation of national 
income at factor cost. These delays ac. 
count for the “preliminary form” of 
the data thus far released. 


The material in its present form 
follows essentially the “ model” pres. 
entation showing the major categories 
of revenue, expenditure, and debt out- 
standing, and a description of the 
sources and accounts.’* But two points 
are to be emphasized: (a) the pres 
entation of the expenditure data fol- 
lows strictly departmental lines, with 
some subtotals for intradepartmental 
agencies, and (b) with the exception of 
the summaries there is no uniformity 
with regard to whether enterprise 
finances and shared taxes are presented 
on a gross or net basis, nor is there any 
clear-cut distinction between sovereign 
functions and entrepreneurial agencies. 
Both the presentation and the totals cor- 
respond closely with those of the 
budgets or financial statements of the 
national governments. In other words, 
in their present condition, the public 
finance data are financial monographs 
rather than statistical presentations. 
Also, the lack of noncentral govern- 
ment data further deprives the user of 
this data of any basis for judging the 
“weight” of the central government 
figures within the total government 
finance orbit. 


The Fiscal Division of the United 
Nations is fully aware of these short- 
comings and also of the difficulties to be 
overcome in setting up a system of uni 
form concepts, classification, and pre 


14. N. Document E/CN.8/31/Annex 2, Novem 
ber 18, 1948. 
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entation. The Fiscal Commission has 
made the following remarks: 


The regular publication of a series of 
periodical surveys would present the de- 
yelopments of public finance in the various 
countries on as comprehensive and inter- 
nationally comparable basis as possible. It 
should serve a useful purpose, since, at 
present the only sources of authentic infor- 
mation concerning the fiscal position of the 
various countries of the world are the ac- 
counts, statements and reports published by 
the governments. . . . (which) do not lend 
themselves easily to international com- 

son 15 

If practicable . . . tables should give the 
distribution of expenditure according to 
purpose and function, e.g. national defense, 
social services, public works, communi- 
cations, economic development, education 
and culture. Further, an endeavor might be 
made to classify expenditure according to 
object, e.g. salaries and wages, pensions, cur- 
rent supplies, capital equipment, construc- 
tion, debt service (interest and redemption), 
loans, grants and subsidies.'® 


The plans of the Fiscal Division in- 
clude, in addition to the presentation of 
data on central government finances, 
the development of statistics on state, 
provincial, and local government 
finances. But apparently the work load 
at present does not permit carrying into 
elect the planned statistical forms of 
presentation. 

In order to have monthly up-to-date 
teports on total government revenue, 
expenditure, and debt and cash balances 


U.N. Document E/CN.8/11, May 17, 1947, 
PP. 4-5, 


Wibid, p. 12. Just recently (May, 1950) the 
Facal Division published an internal working paper 
titkd Introduction to Budgetary Classification Prob- 
lems, which deals essentially with the statistical 

of incorporating government finances into 


the national accounts. 
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—data badly needed in these very 
changeable times—the International 
Monetary Fund in cooperation with the 
Fiscal Division of the United Nations 
issued early in 1949 a questionnaire ask- 
ing for the cash amounts received and 
spent by the various governments on a 
consolidated basis, including enterprises 
with deficits paid by or surpluses con- 
tributed to the general fund. 

Other international agencies dealing 
with public finance data include most 
of the other divisions of the Department 
of Economic Affairs of the United 
Nations, especially the Economic Com- 
mittee for Europe, or institutions like 
the World Bank which, however, are 
engaged to a much lesser degree in fact- 
finding than in economic analysis of 
existing data. 


SUGGESTIONS FOR A STATISTICAL 
PROGRAM ON GOVERNMENT DATA 


Technical and Statistical Objectives 


The work of the United Nations on 
government data is already useful, and 
its projected program will overcome its 
principal deficiencies. However, the 
need for these data, especially data com- 
puted on an internationally comparable 
basis and in easily usable form, is now 
greater than ever before and continues 
to grow. 

In recognition of the urgent need for 
intelligible government data on an in- 
ternationally comparable basis, a joint 
session of the Fiscal and Statistical Com- 
missions of the United Nations has been 
planned for 1950. The purpose will be 
to recommend “ the adoption of practi- 
cal measures leading to the improvement 
of fiscal methods and mechanisms, in- 
cluding standards for the presentation 
of public finance statistics that will 
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make then internationally compar- 
able.” *7 

The United Nations documents deal- 
ing with these problems show awareness 
of the fact that the problems to be over- 
come in obtaining such data are not 
small. The difficulties may be divided 
into two main categories: first, those 
originating from differences in budget 
and accounting systems, the blending of 
which into a statistical scheme presents 
considerable obstacles. Secondly, the 
formulation of uniform concepts, classi- 
fication systems, and forms of presenta- 
tion involves difficulties statistically, be- 
cause of the great variety of opinions on 
the subject. 

Differences in fiscal years and in the 
period of time during which the ac- 
counts are kept open after the end of 
the fiscal year to include belated trans- 
actions pertaining to that year; the 
divided usage of cash and accrual ac- 
counting methods; and variety in the 
treatment of enterprises, reserve, and 
trust accounts all might impair the com- 
parability of even the best data that 
could feasibly be obtained. It cannot 
be expected that requirements for 
statistics on government finance data 
can change completely the basic ac- 
counting and budgetary systems of the 
various nations. When special com- 
pilations for statistical purposes are not 
possible, or estimates cannot be made, 
certain probably minor differences must 
of necessity be accepted and, if sus- 
pected to be important, mentioned in 
explanatory notes. If certain items re- 
quested specifically in the international 
questionnaire are not readily available 
from the government accounts of a 


17U. N. Document E/CN.8/50, March 11, 1949, 
p. 9. 





country, reasonable estimates should be 
substituted. 


Devising a standard technical termi. 


nology and classification system is the 
first step toward adequate international 
government finance statistics. In other 
words, to use a figurative expression, the 
typesetter’s case is to be built first, then 
the boxes designated for the individual 
letters, and, lastly, the letters are to hk 
sorted out and put in. Naturally thee 
** boxes ” are not to be made too minute, 
but neither should they be too com 
prehensive. The general classification 
of financial and administrative statistics 
has to be closely guarded against over- 
loading with details. The grouping 
should refer only to essential types of 
revenue, expenditure, debt, assets, and 
administrative features, and should not 
attempt to show indiscriminately every 
item which “ might be of some interest.” 
It would be worthwhile to devise a 
somewhat less detailed presentation 
system for countries with less developed 
accounts and a more specialized one fot 
other countries. It should be possible 
to combine the systems for derivation 
of totals. 

Most of the countries with highly de 
veloped financial practices already have 
some kind of statistical system for the 
presentation of their financial data, it- 
cluding statistics of regional and loci 
governments. But because of histori¢ 
differences, variations in financial policy, 
and differences in centralization or de 
centralization—i.e., differences in tht 
role of central government compared t 
that of local, as well as the variation i 
basic philosophy with regard to the role 
of the state—no two states have 
same type of statistical method or form 
of presentation of government data. 
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A new set of classification rules and 
concepts has to be developed, in which 
may be incorporated the best features 
of the existing ones. The old established 
classification systems have to be sub- 
stantially revised to meet the statistical 
requirements set by present standards of 
administrative and economic research. 
Revenues should be classified so as to 
help the economist as well as the budget 
director. Expenditures have always to 
be classified by functions for adminis- 
trative purposes, but frequently the 
economic side of expenditures, to a great 
extent expressed by the character classi- 
fication, is neglected. It may be sug- 
gested that the character classification 
system will be greatly enhanced by 
superimposing on it the object classifi- 
cation system and by blending in some 
newer concepts—for instance, transfer 
payments and subsidies—in order to 
create a classification scheme which 
serves both the economist and the 
specialist on national accounts. 

Such a system seems extremely im- 
portant, especially as postwar financial 
policy introduced a considerable number 
of features known in the pre-World 
War II period to only a lesser extent or 
not at all. Four features of fiscal policy 
intended to heal the war’s impact on 
the economy may be noted here to 
demonstrate the necessity of an “ eco- 
nomic” classification system: (a) the 
fight against runaway inflation; (b) 
the prevention of suppressed inflation 
from becoming actual inflation; (c) 
subsidies and aids to industry; (d) in- 
ternational grants. 

(a) Concerning the fight against 
Tunaway inflation, the so-called levy 
loans (as, for instance, introduced 
i France) pose a difficult statistical 
problem, because of their dual role 
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as a bona fide capital levy and as a 
debt issue. Usually receipts from loans 
are not considered revenue, but in this 
case the tax character outweighs the 
debt character of the receipts, and the 
amounts should be presented as revenues 
and not as new borrowings. 

(b) In the fight to prevent sup- 
pressed inflation from becoming open 
inflation the fiscal policies of Belgium, 
Denmark, the Netherlands, and Nor- 
way may serve as examples. These four 
countries found themselves after liber- 
ation from the German occupation, with 
a huge debt owed to the Central Bank 
—the assets of which consisted of 
worthless German  securities—and a 
tremendously overgrown money supply. 
The resulting inflationary potential 
could be suppressed only by means of 
capital levies, drastic economic controls, 
and the cooperation of the population 
in obeying these laws. The govern- 
ments acknowledged these debts to the 
Central Bank as debts of a special type 
and, by means of extraordinary tax- 
ation (and other surpluses), retired 
every year some portion of this “ debt.” 
This fiscal action constituted a siphoning 
off of surplus purchasing power. That 
these transactions are difficult to classify 
in statistics of public finance does not 
need to be emphasized. An additional 
complication results from the fact that 
part of the extraordinary taxes are 
levied from “ blocked ” accounts. 

(c) Government subsidies played a 
relatively minor role during the decade 
preceding World War II but after the 
War constituted a sizable portion of 
many budgets. Their conceptual struc- 
ture is rather complicated. Workable 
distinctions between so-called price or 
income stabilizing subsidies, contribu- 
tions for covering operational deficits to 
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government enterprises, and loans or 
grants to nationalized and private in- 
dustries for expansion and investment 
(the latter almost unknown before 
1945), are extremely difficult to make. 

(d) International grants, especially 
their counterparts expressed in local cur- 
rency, are problematic with regard to 
their classification as revenue. The 
amounts received are actually gifts from 
abroad, the size and utilization of which 
are determined by agreement between 
the receiving and the granting govern- 
ments. Frequently students of budgets 
would like to arrive at a deficit (or sur- 
plus) which equals the difference be- 
tween total expenditure and revenue 
raised by the country’s own efforts, 
therefore excluding foreign grants. 
However, according to the general 
American concept of revenue (receipts 
which do not create liabilities or de- 
crease assets), these foreign grants or 
counterpart funds are genuine revenue. 

These few examples of new financial 
devices have been singled out to em- 
phasize the new difficulties which the 
postwar period has added to the already 
very difficult task of creating a com- 
prehensive and, on the other hand, not 
too complicated classification system of 
government financial transactions. 

The core of any type of statistics is 
its set of concepts and classification sys- 
tems. As government financial and ad- 
ministrative statistics deal with consider- 
ably more diversified subject matter 
than do other types of statistical re- 
search, and as the problem of statistical 
cross-classification is very important in 
government data, it may be useful to 
emphasize the need for the following: 


1. A common terminology in each of the 
languages which excludes any “ twilight 
zone ” of misunderstanding of the terms 
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caused possibly by faulty translation of 
misinterpretation. 


2. Selection of the best features of the 
statistical systems on government datg 
now being used in the various countries, 
For instance, the American government 
statistics are very informative on the 
functional and activities classification, 
while the German statistics, because of a 
more uniform organization with regard 
to competencies, personnel systems, and 
financial relations, are more comprehen- 
sive with regard to classification by 
character and object. A classification 
system emphasizing the economic impact 
of government finances on the economy 
has still to be developed. There are 
some features of the national income 
estimates which may be usable as a basis 
for this last type of classification.” 


3. Bold decisions in the formulation of con- 
cepts and classification principles, elimi- 
nating the historic relics of ambiguous 
terms, budgetary practices, and /mis- 
leading nomenclatures. Concepts such 
as direct and indirect taxes, or ordinary 
and extraordinary expenditure mean 
different things in every budget. The 
distinction between entrepreneurial and 
sovereign functions of governments is 
also anything but uniformly handled in 
the various financial documents and re 
quires a great deal of clarification. The 
definition of surpluses and deficits—in 
other words, the degree of comprehen- 
siveness of total revenue and total ex 
penditure—differs extremely, depending 


18 As to classification of tax revenue according 00 
economic principles, a moderate attempt was made 
by the author in the article, “ Whither Tax Clase 
fication?” (Taxes, September, 1948, pp. 805-1) 
870), which recommends a double classification of 
the economic subjects and the structure of the ta 
as the leading classification principles. Howevety 
based on the existing tax concept, there was too little 
emphasis put on the fact that a substantial portion 
of the present day tax system, namely, the 
social security taxes, are actually levies for the for 
mation of funds from which to draw when necessat} 
and not “just revenue” from taxes which take cat 
of the needs of the respective current fiscal: yeat. 
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on (1) the inclusion of the gross or net 
amounts of social security and enter- 
prise receipts and expenditures, (2) the 
handling of borrowing and repayment of 
loans, and (3) the treatment of receipts 
from trust fund accounts and of liquid 
assets used for covering expenditure. 
The various concepts of deficits and 
surpluses are almost as numerous as the 
governments themselves. It would not 
be too difficult, however, to devise a 
statistical concept of total revenue and 
expenditure which is realistic and can 
easily be applied to the budgetary set- 
ups of the various countries. 

4, Use of well designed administrative 
charts, tables, and guides. These visual 
aids to supplement and explain govern- 
ment finances would not only be a help 
to the economist and businessman, but 
would also present a possibility of aid to 
the administrator and the political 
scientist as well as the tax expert and 
the legislator. Tables and charts show- 
ing the financial and administrative re- 
sponsibility for the several activities of 
the different departments and levels of 
government, the earmarking of revenue, 
the degree of intergovernment financial 
relations, the allocation of tax sources, 
the limitation of debt, and the tax rate 
structure including exemptions should 
be added to show the background of the 
financial data. 


It might even be possible that inter- 
national cooperation could accomplish 
internationally what has not yet been 
carried out on a national level, namely, 
acompilation of “‘ productivity ” statis- 
tis of government services,  i.e., 
measurement of the amount of services 
produced with the receipts and the 
available manpower. It might also be 
possible to establish so-called minimum 
standards of government services, which 
ate often mentioned but seldom clearly 
defined. This administrative purpose of 
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the government statistics is the only 
major aspect not yet mentioned in the. 
otherwise comprehensive finance-statisti- 
cal program of the United Nations. 


Technical Versus Substantive 
Comparability 


Statistics on government financial 
and administrative data are subject to 
the same limitations and shortcomings 
as any other type of statistics. They do 
not answer all possible questions and 
they must be supplemented by other 
data or by monographic material. 

The emphasis for government statis- 
tics is on “technical comparability,” 
that is, on common concept and classi- 
fication. Government statistics are 
considered adequate if each item and 
feature referring to the same type of 
revenue, the same function or form of 
expenditure, or the same class of debt or 
asset is to be included in one and the 
same specific group; that is, if the 
groups and classes are homogeneous. 
Special provisions to show separately 
items of dual character—such as 
hospitals for indigents, which could be 
classified under either hospital or general 
welfare expenditure—would be helpful, 
in order to permit the reader to classify 
them either way, depending upon the 
special research purpose. Lump sums 
for centralized special agencies should be 
functionalized in cases in which they 
show global amounts. For instance, if 
a personnel administration reports all 
salaries and none are shown by 
functions, a breakdown by function be- 
comes a necessity. 

Complete comparability of govern- 
mental statistics cannot be achieved. 
Comparison of apples with water- 
melons can be avoided, but not the 
comparison of small apples with large 
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apples, or sweet apples with sour apples 
—the same tree might in one year have 
smaller and less sweet apples than in the 
next. Likewise, in governmental statis- 
tics, political decisions or emergencies 
change the administrative content of 
the various countries’ financial figures. 
Moreover, the amount of wealth, physi- 
cal location, and political objectives of a 
country are largely responsible for the 
volume of financial needs, both in total 
and for particular functions. Compare 
for instance the per capita national de- 
fense expenditure of the United States 
and Switzerland. Both countries are 
democracies, and both are relatively well 
to do, but Switzerland does not need 
any navy and its role in world politics 
differs fundamentally from that of the 
United States. However, nobody would 
deny that Switzerland has a national 
defense cost, although somewhat differ- 
ent from the United States in type of 
weapons and substantially so with re- 
gard to defense installations. Even if 
two countries differing less extremely 
than do the United States and Switzer- 
land should be compared, such as Den- 
mark and Belgium, the differences in 
defense costs are considerable. To ex- 
plain such differences, it is necessary to 
provide background material. 

A few “ qualifying indicators ” might 
easily be added, if government data 
provides some background material. 
For instance, number of employees by 
function, average salary and_ salary 
scales, average building cost per cubic 
foot, the participation of noncentral 
governments, average insurance benefits, 
the average number of beneficiaries in 
the social insurance or welfare field, and 
number of school children and teachers, 
as well as the aforementioned organi- 
zational charts, etc., add enough features 
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for a general understanding of the 
quantitative and even some of the 
qualitative differences. An aggregate 
grouping of the various types of 
financial operations of countries with 
similar conditions may give reasonable 
averages and enhance comparability. 

Another factor which sometimes 
hampers comparability is the fact that 
private organizations are in competition 
with some of the activities of govern- 
ment. Religious schools, charitably 
financed hospitals, privately organized 
welfare, and privately owned libraries 
are major activities of this type. It 
would be interesting and enlightening 
to add a quantitative statement with re- 
gard to the size of these institutions, 
e.g., the number of school children and 
teachers, hospital beds, and welfare cases, 
and an estimate of the amounts in- 
volved, etc., in order to see the role of 
these organizations in the total “ pub- 
lic ” service provided for the population, 

After the data on government statis- 
tics are compiled and assembled for the 
various countries on a uniform basis, 
one of the most difficult jobs begins: 
the creation of a common monetary de- 
nominator for setting up groups, group 
averages or comparative per capita 
amounts, etc. Pounds Sterling, Italian 
lire, French francs, etc., can hardly be 
compared, especially after the various 
degrees of inflation and exchange rate 
pegging that have taken place in differ- 
ent countries following the war. 

The easiest way of getting around the 
currency problem is the use of percent 
ages, either in index form or as per cent 
distribution, or the relating of revenue, 
expenditure, debt, and cash balances in 
interpreting deficits or surpluses. Re 
lating finance data to national income of 
gross national product is also helpful. 
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The per capita comparison of gov- 
ernment finance data on a country by 
country basis cannot be completely 
avoided because percentages do not 
sufhce for many specific research prob- 
lems; for instance, for tax revenue 
studies. Frequently, the amounts are 
all converted into a single currency— 
such as the United States dollar, 
measured by the foreign exchange rate 
—per capita presentation. This system 
is rather inexact. Exchange rates have 
been pegged for years and do not suffi- 
ciently reflect the changes of prices in 
the various countries. Therefore, the 
comparability of the converted amounts 
is extremely rough. Even during times 
when the exchange rates could move 
freely, the conversion into a single cur- 
rency did not provide too satisfactory a 
common denominator. Rough com- 
parisons showed that the purchasing 
power of the equivalent of a unit of 
currency of one country was higher or 
lower in other countries. If these 
differences had been minor, they would 
not be worth mentioning, but accord- 
ing to rough estimates they ran up to 
30 to 40 per cent. Thus, comparison 
of per capita data on government 
finances can be considered meaningful 
only if purchasing power parity rates 
are used in addition to exchange rates. 
In this respect government financial 
statistics are exposed to the same danger 
of misinterpretation as, for instance, 
statistics on national income, wages, 
foreign trade, and balance of payments. 
It seems necessary, therefore, that 
another agency of the United Nations 
Cooperate in setting up purchasing 
power parity rates, which are still to be 
developed. 

The correlation of government fi- 
mance data with national income data 
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has a long way to go before it can be 
counted on for reliable results. Quality 
and methods of national income com- 
putations still vary substantially. Con- 
siderable efforts are being made every- 
where to improve those data. The 
United Nations and the O.E.E.C. study 
group under the chairmanship of 
Richard Stone in Cambridge, England, 
are making progress in the international 
adjustment of national income data. 
One of the important factors in arriving 
at reliable data is a complete and uni- 
form coverage of the public finance 
sector. 


A Suggested Division of Labor 


If all the work programmed by 
United Nations plus the few supple- 
mentary suggestions mentioned above 
were to be worked out by the United 
Nations Secretariat, a staff of at least 
several hundred people would be needed 
for this project alone. This, however, 
can be avoided if the various nations 
cooperate sufficiently with the United 
Nations and a reasonable division of 
labor is secured. 


This division of labor should leave 
to the United Nations as the staff 
agency the planning and classification, 
international analyses, and world-wide 
tax and fiscal research; the United 
Nations would also supply an infor- 
mation center, and government ad- 
ministrative and financial advice and 
assistance to countries requesting it. The 
actual work of compiling the data 
should be done nationally and sub- 
mitted to the United Nations in the 
form requested. 

In order to achieve this division of 
labor the closest cooperation between the 
United Nations and the financial 
authorities of the various nations is 
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necessary. The following steps may be 
suggested. United Nations employees 
may go to the various countries and: 


1. Submit the concepts and classification 
systems worked out by the United 
Nations (in English, French, and in the 
language of the respective countries) to 
the financial experts of each nation for 
review and suggestions, which, so far as 
possible, should be incorporated in the 
reporting system. 

2. Try, with the- help of the national 
finance officers, to develop the national 
financial documents in accordance with 
the United Nations classification system 
and discuss other problems pertinent to 
the reporting system. 


3. Visit at regular biannual intervals to 
clarify new features and ideas. 


4. Collect information pertaining to am- 
biguous concepts and classification prob- 
lems in order to clarify them and keep 
statistical standards abreast of the de- 
velopment of financial practices. 

5. Hold annual or biannual international 
meetings with the national finance 
officers to get the necessary exchange of 
opinions. 


In the long run, these procedures 
would not only save expense but would 
simplify the work and provide more 
time for research and the evaluation of 
collected data. They might also lead to 
an international streamlining and stand- 
ardizing of national statistical methods. 
Because the basic features of the classi- 
fication system could be used for both 
national and international reporting, 
duplicate work might be avoided simply 
by using the national data for inter- 
national purposes. The United Nations 
might print the reporting form in the 
national languages, English, and French, 
enabling every United Nations employee 
to handle them.’® 


An “ Ad Hoc” Attempt as a Nucleus 


Confronted with the task of measur. 
ing the progress of recovery made by 
the European countries participating in 
the European Recovery Program, the 
Economic Cooperation Administration 
decided, because of lack of uniformly 
reported government budget data, to 
design its own questionnaire for thos 
data in consultation with the United 
States Treasury Department and other 
United States government agencies in- 
terested in foreign financial matters, 
This questionnaire is specifically de. 
signed to gauge the extent of the re 
covery of the national economy and the 
effect of fiscal policy on monetary and 
financial stabilization. Nevertheless, it 
might be considered a step in the 
direction of a universal and uniform 
classification and presentation system for 
financial data. The results of this 
questionnaire were published by ECA 
in its Special Report on “‘ Central Gov- 
ernment Finances” (April, 1950), pre 
senting summaries of revenue, exp 
iture, gross debt, and deficit or surplus 
of all ERP aided countries from 1947 
up to 1950. 

The following scheme, taken from the 
questionnaire, shows the ECA classifi 
cation system of the general fund of the 
central government: 


SCHEDULE A—REVENUE 
Line Item 
1. Total revenue (sum of lines 2-16) 


2. Personal income tax 


3. Corporation income tax, profits and 
excess-profits tax 


19“ The system must gradually develop such # 
standardization of statistical definitions and 
cations as will result in comparability among the 
statistics of national governments and inter-goverlr 
mental agencies.” (U. N. Document E/CNA/ih 
p. 4). 
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Other business taxes based on earned 
income or value added 


. Property taxes 


Death, gift, inheritance, and other 
direct taxes 


General sales and turnover taxes 
Excise taxes and customs 
Other recurrent taxes 

Lotteries (net) 


Contributions to general fund from 
government-owned enterprises and 
nationalized industries 


Sale of capital and war assets 
Capital levies 


a. On free accounts 
b. On blocked accounts 


Reparations and redemption of occu- 
pation cost 


Local currency counterpart furids 
withdrawn 


a. ECA grants-95% portion including 
d-awing rights utilized 

b. Other U. S. grants 

c. Other government or international 
agency grants 


Other revenue 


SCHEDULE B—EXPENDITURE 
Item 

Total expenditure (sum of lines 2-20) 
National defense 
Interest payments 
Civil government operations and main- 
tenance 
a. Social services 
b. All other general functions 


» Civil government capital outlay 


Direct subsidy payments 
a. Consumer and price 
b. Agriculture 

c. Industry 

d. Export 


Grants and shared taxes to local and 
Provincial governments for current 


Purposes 


8. Contributions and loans to local and 
provincial governments for capital 
outlay 

9. Contributions to government enter- 
prises and nationalized industries for 
operational deficit 


10. Contributions and loans to government 
enterprises, nationalized and private in- 
dustries and agriculture for capital 
outlay 

11. Ordinary contributions to social in- 
surance systems 

12. Extraordinary contributions and loans 
to social insurance systems 

13. War pensions and veterans’ affairs. 
Care of war victims 

14. Payments for war damages and in- 
demnity 

15. Grants to dependent overseas territories 
for operational deficits 

16. Grants and loans to dependent over- 
seas territories for capital outlay 

17. Payments for reparations and occu- 
pation 

18. Grants and loans to foreign govern- 
ments. Contributions to international 
organizations and subscriptions to in- 
ternational lending agencies 

19. Other expenditure arising from foreign 
commitments 

20. All other expenditure 


SCHEDULE C-——CHANGES IN GROSS DEBT 
OUTSTANDING 


Line litem 


1. Total debt outstanding at beginning of 
fiscal year 


2. Total debt outstanding at end of fiscal 
year (sum of 3, 7, and 10) 


3. Domestic debt (sum of 4, 5, and 6) 

4. Long-term (term over one year) 

§. Floating (term one year and less) 
a. Treasury bills and notes 


b. Bank advances 
c. Other 
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6. Debt owed to central bank for occu- 
pation or currency reform 
7. Foreign debt. Total (expressed in 
national currency) (sum of 8 and 9) 
8. Long-term (term over one year) 
a. Owed to U. S. 
b. Other debt incurred in gold, U. S. 
dollars, or Swiss francs 
c. All other 
9. Short-term (term one year and less) 
a. Owed to U. S. 
b. Other 
10. Debt to international institutions (in- 
dicate original currency) 
a. Direct 
b. Guaranteed obligations 


SCHEDULE D—CHANGES IN CASH BALANCES 
AND GOVERNMENT DEBT HOLDINGS 


Line litem 


1. Cash balances at beginning of fiscal 
year 


2. Cash balances at end of fiscal year 


3. Debt of government in hands of 
agencies of general fund at beginning 
of fiscal year 

4. Debt of government in hands of 
agencies of general fund at end of fiscal 
year 
a. General government debt 
b. Enterprise and non-central govern- 

ment debt 


In addition to these data on revenue, 
expenditure (classified by major sources 
or character), debt, and liquid assets of 
central government, a supplementary 
questionnaire is planned for the fi- 
nancial data of government enterprises, 
noncentral governments, and govern- 
ment insurance agencies. The new in- 
structions for filling out the question- 
naire explain the distinction between 
general fund enterprises, the presenta- 
tion of taxes shared with local govern- 
ments on a gross, rather than a net, 


basis, the treatment of trust funds and 
enterprises, the consolidation of extra- 
budgetary with budgetary accounts, and 
finally the definition of various items. 
The questionnaire and its supplements 
represent only a small step in the right 
direction. There was not time to do any 
large-scale study of concepts or to devise 
special adjustment patterns for the 
budgetary setups of the various coun- 
tries. It also was not possible to furnish 
comprehensive definitions of terms and 
only general explanations could be pro- 
vided. Finally, there is no detailed 
functional classification included which 
would illustrate the administrative and 
activities aspects of the financial policy. 


However, the questionnaire presents 
in its rough form an instrument to 
measure the impact of government 
finance on the national economy because 
the main principle of classification is an 
economic one, designed to cover the en- 
tire expenditure side by combining the 
character, object, and functional classi- 
fication viewpoints. Thus, the form 
follows the principles advocated by 
Morris Copeland *° without adopting his 
obliterating device of throwing together 
sovereign and entrepreneurial activities, 
a requirement for sound budgeting 
heavily underscored by J. R. Hicks.” 
The ECA questionnaire also provides the 
possibility of gauging deficits and sur- 
pluses according to various concepts 
(for instance, including and excluding 
debt retirement and receipts from 
loans), and it permits tracing, in global 
figures at least, the change in liabilities 
and liquid assets. 


20 Morris Copeland, “ Concerning a New Federal 
Financial Statement ” (Occasional Paper #5) (New 
York: National Bureau of Economic Research, 1947). 


21J. R. Hicks, The Problem of Budgetary Re- 
form (Oxford: Clarendon Press, 1948). 
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ANALYSIS OF 


MATCHED ESTATE AND 


GIFT TAX RETURNS 


JOSEPH A. PECHMAN * 


HE PRESENT Federal transfer tax 

system consists of two distinct 
levies: the estate tax and the gift tax. 
The estate tax, which was initially 
adopted in 1916, applies to transfers 
made by decedents at their death. It 
is levied at progressive rates, ranging at 
the present time from 3 per cent in the 
lowest brackets to 77 per cent in the 
brackets above $10,000,000, after an 


allowance is made for an exemption of. 


$60,000 per estate.’ In addition to this 
exemption, decedents in noncom- 
munity-property states who are married 
at death are allowed a marital deduction 
of up to 50 percent of their estate for 
amounts transferred outright to their 
wives.” 

An annual noncumulative gift tax 
was levied for two years in the mid- 
1920’s (1924 and 1925) but was re- 
pealed on the grounds that “its ad- 
ministrative difficulties were too numer- 
ous; the revenue return is small; and it 

*The author is a member of the Tax Advisory 
Staff of the Secretary, Treasury Department. The 
Views expressed in this paper are the author’s own 


and do not necessarily reflect the views of the De- 
partment. 


1 These rates are gross before the deduction of the 
credit for state death taxes. The credit is limited to 
80 per cent of the tax computed under the rates 
enacted by the Revenue Act of 1926. The maximum 
Federal estate tax rate, after allowance is made for 
the state credit, is 61 per cent. 


2 The Revenue Act of 1948 also repealed the 1942 


_ state tax provisions relating to community property, 


with the result that now each spouse is automatically 
taxable on one-half of the community property. 


is easily evaded.” * The tax was re- 
enacted in 1932 (this time on a cumula- 
tive basis) because of the urgent need 
for revenue and because it was realized 
that the absence of a gift tax encourages 
substantial transfers of property during 
life for the purpose of evading the 
estate tax.* The gift tax rates were set 
at 75 per cent of the estate tax rates and 
this relationship between the two sets 
of rates still holds at the present time. 
The gift tax is not levied on gifts of less 
than $3,000 per donee per year; it also 
provides a lifetime exemption to each 
donor of $30,000. As in the case of the 
estates, the Revenue Act of 1948 per- 
mits splitting of gifts between married 
persons in noncommunity-property 
states.© The annual per donee exclusion 
and the lifetime exemption for married 
persons were thereby increased to 
$6,000 and $60,000, respectively. 
While the gift tax reduces the amount 


3 Senate Report No. 52, 69th Cong., Ist Sess., p. 9. 


4 House Report No. 708, 72d Cong., Ist Sess., p. 
28, and Senate Report No. 665. 


5 Where a gift of noncommunity-property is 
made by one spouse to another only one-half of the 
gift is taxable. In the case of gifts of noncom- 
munity-property to a third person, the spouses may 
elect to treat the gift as if it were made one-half by 
each spouse. 

The 1948 Act also restored the provisions in effect 
prior to 1942 relating to gifts of community 
property. Under this legislation only one-half of 
community property transferred by one spouse to 
another during life is subject to gift tax and gifts of - 
community property to third persons are taxable one- 
half to each spouse. 
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of estate tax avoidance, the discrimina- 
tion against transfers at death has not 
been eliminated. By the use of gifts, a 
taxpayer benefits from (a) the differ- 
ential between estate and gift tax rates; 
(b) the transfer of his property from 
the highest estate tax brackets to lower 
gift tax brackets; (c) the separate life- 
time gift tax exemption and an un- 
limited number of annual exclusions; 
and (d) the removal of the gift tax 
from the tax base. As the Secretary of 
the Treasury pointed out in his testi- 
mony before the House Ways and 
Means Committee on February 3, 1950, 
“an individual with $10,000,000 can, 
by giving away $2,000,000 of this 
amount during life instead of at death, 
reduce his total taxes by $1,000,000.” 
The separation of estate and gift taxes 
thus produces substantial differences in 
tax liability between those who transfer 
large portions of their property by gift 
and those who, for various reasons, can- 
not manage to relinquish ownership of 
the property during their lives. 

To remedy these defects, the Secretary 
of the Treasury proposed that the estate 
and gift taxes be integrated into one 
levy, with a single set of rates and ex- 
emptions. In presenting his proposal, 
the Secretary released new information 
on transfers under the estate and gift 
taxes, which was recently tabulated by 
the Statistical Division of the Bureau of 
Internal Revenue.® These tabulations 


were prepared on the basis of matched’ 


estate and gift tax returns for the entire 
group of decedents shown on estate tax 
returns filed during 1945. The purpose 


6See Exhibit 5 accompanying the Statement of 
Secretary Snyder before the House Ways and Means 
Committee, February 3, 1950, ‘Characteristics of 
Property Transfers During Life and at Death as Re- 
vealed by Special Analyses of 1945 Estate Tax Re- 
turns and Prior Gift Tax Returns,” pp. 10-14. 
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of this article is to analyze the data ob. 
tained from these matched returns 
This analysis is intended to provide 
tentative answers to such questions as; 
(a) What proportions of wealth owned 
by individuals are transferred during 
life?; (b) What are the approximate 
amounts of tax saving accruing to tax 
payers by virtue of the tax concessions 
given inter vivos transfers?; and (¢) 
What are the revenue potentialities of 
an integrated estate and gift tax struc. 
ture? 


Description and Limitations of Data 


In 1945, 15,898 estate tax returns of 
citizens and resident aliens were filed, 
The data reported on each of these re 
turns were transcribed with sufficient 
information to provide a basis for iden- 
tifying gift tax returns that may have 
been filed by these decedents. All tran- 
scripts of gift tax returns were then ex- 
amined to determine whether a gift tax 
return had been filed at any time since 
the gift tax was enacted. Of the 
15,898, 2,038 were positively identified 
as the same persons who had previously 
filed gift tax returns in the period from 
June 7, 1932, to December 31, 1944. 

The tabulations are based solely on 
amounts reported by the taxpayers or 
executors of estates on the original gift 
and estate tax returns. The data are, 
therefore, subject to a number of im- 
portant limitations and gaps, the most 
important of which are the following: 


1. No account is taken of changes in the 
amounts of property or tax liabilities that 


TIn addition to the 2,038 cases mentioned abové 
there were 414 estates of individuals whose name 
were identical with donors shown on gift tax i 
turns. These 414 cases were considered as doubt 
fully matched because the addresses of the decedent 
and donor were different and information on 
transcript cards did not confirm the fact that the 
decedent and donor were the same individual. 
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may have resulted from audit. This im- 
parts a downward bias to the aggregate of 
property transfers by the group of people 
represented in the tabulations, since most 
audits result in additions to the tax base and 
the assessment of tax deficiencies.® 


2. Since gift tax returns are available 
only for the period beginning with the 
enactment of the modern gift tax, we do 
not have a full record of amounts of 
property transferred prior to June 7, 1932. 
It is known that substantial amounts of 
property were transferred in anticipation of 
the passage of the gift tax. Such transfers 
may have been especially significant for 
those who died at a relatively old age, and 
who had either accumulated or inherited 
substantial estates prior to the gift tax, and 
among the wealthier groups.® 


3. The annual exclusion under the gift 
tax also tends to result in an understatement 
of amounts of property transferred during 
life. The law required the filing of gift tax 
returns only when transfers within the year 
to any one donee exceeded $5,000 between 
1932 and 1939, $4,000 between 1940 and 
1942, and $3,000 subsequent to 1942. 
Thus, taxpayers who distributed their 
wealth piecemeal after the enactment of the 
gift tax may not have been required to re- 
port a substantial portion of their transfers. 
No record of the amounts involved is avail- 


able. 


4. Property in which the decedent had a 
life interest or an interest for a term of 
years, but the disposition of which was 
beyond his control, is not includible in the 
gtoss estate for estate tax purposes. Such 


8C. Lowell Harriss, ‘‘ Wealth Estimates as Affected 
by Audit of Estate Tax Returns,” National Tax 
Journal, II, No. 4 (December, 1949), p. 322. 


9A detailed analysis of 1945 returns with net 
estates of $500,000 or more indicates that prior to 
June 7, 1932, gifts for this group averaged 75 per 
cent of gifts made after that date. (See Exhibit 5, 
op. cit., Table 2, p. 19.) Since gifts prior to June 7, 
1932, were obtained from Schedule G of the estate 
tax return, which is merely an information schedule, 
it is likely that these figures understate the amounts 


substantially. 
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property is, therefore, not counted as 
property transferred by the decedent.!® 
Since trusts are used most frequently by the 
wealthiest classes,'! the extent to which the 
exclusion of life estates understated the 
amounts of property that actually passed at 
the death of the 1945 decedents was greater 
for the larger returns than for the smaller 
ones. 

§. Transfers made during life and at 
death are not strictly additive.!? Property « 
values were generally higher in the 1940’s 
than in the 1930’s subsequent to the enact- 
ment of the gift tax. Consequently, the 
valuation of transfers at death were prob- 
ably greater than the valuations of inter 
vivos transfers. This tends to result in an 
understatement of inter vivos transfers 
compared to the total. If it were possible 
to value all the transfers at constant prices, 
the proportions of total property transferred 
during life for the group of decedents un- 
der study would undoubtedly be increased. 

It might also be noted in this connection 
that even valuations of estates are not 
strictly comparable. Most of the decedents 
for whom estate tax returns were filed in 
1945 died after June 30, 1943, since the 
estate tax return is due within 15 months 
after the date of death. Under certain cir- 
cumstances, however, the return may be 
filed substantially later. In 1945, 254 of 
the returns filed, or less than 2 per cent, 
were for decedents who died prior to the 
enactment of the Revenue Act of 1942 on 
October 21, 1942. 

6. Some duplication exists between the 
transfers reported for the same individual 
on gift and estate tax returns. For example, 
where an individual made a transfer in 


10Tt should be noted, however, that life estates 
created by these decedents are included. 


11 Decedents with net estates of $500,000 or more 
in 1945 transferred 45 per cent of their property in 
trust. See Exhibit 5, op. cit., p. 5, and Table 4, 
p-. 21. 


12 The valuation of property for gift tax purposes 
is made as of the date of transfer. Under the estate 
tax, property may be valued as of date of death or 
as of one year after the date of death. 
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trust during life and the corpus of the 
trust reverted back to him, either because 
the beneficiar: predeceased him or for other 
reasons, the property might have been sub- 
ject to the gift tax and then again to estate 
tax. Examples of duplication might also 
arise in the case of insurance and jointly 
owned property. Such duplication cannot 
be eliminated from the statistics for all 
estate classes, but the amount is known to 
. be small.?* 

7. The method used to select the tax- 
payers who were included in the basic tabu- 
lations has both advantages and disadvan- 
tages from a statistical standpoint. On the 
one hand, the information obtained is not 
subject to sampling error since it covers all 
estate tax returns filed during 1945. Such 
coverage assures us that, at least for the 
group of decedents included, the data re- 
flect all the information provided directly 
on the transcripts of estate and gift tax re- 
turns without statistical bias. 

On the other hand, this group of de- 
cedents cannot be assumed to be a repre- 
sentative sample of decedents in other years. 
The returns filed in 1945 appear to be dis- 
tributed by net estate classes in about the 
same proportions as those of earlier years, 
but this fact alone does not provide an ade- 
quate basis for judging whether the 1945 
returns are representative as to the pattern 
of property distribution between inter vivos 
and death transfers. The data may not be 
representative of other years if only be- 
cause of changes in the rates and structure 
of the estate and gift taxes.'* 


Value and Distribution of Estates, i945 


The total value of gross estates re- 
ported on the 15,898 estate tax returns 
of citizens and resident aliens filed dur- 
ing 1945 amounted to $3.4 billion 

13 For decedents with net estates of $500,000 or 


more, the duplication was less than one per cent. 
See Exhibit 5, op. cit., p. 15. 


14 The amendments made in the Revenue Act of 
1948 must have caused substantial changes in estate 
planning. Consequently, the data may not be repre- 
sentative particularly for the post-1948 experience. 
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TABLE 1 


VALUE OF ProperTy AND Tax LIABILITY 
Reportep ON Estate Tax RETURNS 
Fitep 1n 1945 


(Dollar amounts in millions) 




















All Tax- Non- 
Returns able __ taxable 
Number of returns 15,898 13,869 2,029 
Gross estate ...... $3,437 $3,246 $191 
Deductions (chari- 
table bequests 
and other deduc- 
UGA vicicticcs ns 618 517 101 
Net estate before 
specificexemption 2,819 2,729 90 
Specific exemption 919 829 9 
Net estate after spe- 
cific exemption . 1,900 1,900 
Federal estate tax 
HRDIUEY, 6 coun s 531 531 
Source: Statistics of Income for 1944, Part 1 
(Preliminary). 


(Table 1). This figure represents ap- 
proximately the value of property 
owned by the decedents at the date of 
death. Not all of this amount was 
subject to estate tax, however. Of the 
$3.4 billion, $0.6 billion was subtracted 
for charitable and other deductions,” 
leaving $2.8 billion as the total of the 
net estates before the specific exemption. 
The estate tax base, after the subtraction 
of another $0.9 billion for the specific 
exemption,’’ amounted to $1.9 billion 
or slightly more than two-thirds of the 
total net estates before exemption. 


15 Tt includes also the value of taxable insurance. 


16 Included in charitable deductions are transfers 
to publicly and privately owned educational in- 
stitutions, and scientific, literary, religious, and 
charitable organizations. Other allowable deductions 
for estate tax purposes include funeral and other ex- 
penses of administering the estates, net losses during 
the administration, outlays for support of dependents 
before the estates were settled, and the net deduction 
for property owned by the decedent that was 
within five years of the date of his death. 


17 The specific exemption was $60,000 for estates 
of individuals who died after October 22, 1942, and 
$40,000 for estates of those who died between August 
31, 1935, and October 21, 1942. 
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TABLE 2 
DIstRIBUTION oF Estate Tax Returns Fixep 1n 1945, Ner Estate Berore 
EXEMPTION AND FeperAL Estate Tax LiaBinity 
(Dollar amounts in millions) 

Net Estate Net Estate before Federal Estate 
before pascal Returns — Gent Exemption Tax Liability 

tion Classes Number ira? wie: Per Cent Per Cent 
(thousands) Distribution Amount Distribution Amount Distribution 
Under$ 100 ...... 8,769 55.2 $ 605 215 $ 10 19 
$ 100- 200 ...... 4,400 27.7 602 213 62 116 

200- 300 ...... 1,149 7.2 283 10.0 51 96 

300- 500 ...... 793 5.0 302 10.7 65 123 

§00- 1,000 ...... 525 33 360 128 90 17.0 
1,000- 2,000 ...... 161 1.0 219 78 63 11.9 
2,000- 3,000 ...... 47 03 111 3.9 36 68 
3,000- 5,000 ...... 26 0.2 95 34 36 6.7 
5,000 and over ... 28 0.2 242 86 117 22.1 

ME Cue at oo « 15,898 100.0 2,819 100.0 531 100.0 





Note: Figures are rounded and will not necessarily add to totals. 
Source: Statistics for Income for 1944, Part 1 (Preliminary). 


The Federal estate tax liability re- - 


ported on all 1945 estate tax returns 
amounted to $531 million. This was 
15 per cent of the gross estates, 19 per 
cent of the net estates before the specific 
exemption and 28 per cent of the net 
estates after the specific exemption. 

Since property is unequally distrib- 
uted, it is not surprising that a large 
majority of the returns reported rela- 
tively small estates. Of the 15,898 filed 
in 1945, 8,769, or 55 per cent, were in 
the net estate before exemption classes 
of less than $100,000 (Table 2). Only 
787 returns, or less than 5 per cent, were 
in classes above $500,000. These 787 
returns accounted for over a third of 
the total value of net estates reported 
on all returns and for almost two-thirds 
of the Federal estate tax liability. 


Frequency and Value of Gifts 


As already indicated, 2,038 or almost 
13 per cent of the estate tax returns 
filed in 1945 were positively matched 
With prior gift tax returns filed during 
the period June 7, 1932, to the end of 
1944. Table 3, which shows the dis- 


tribution of these returns by net estate 
classes, indicates that gifts requiring gift 
tax returns to be filed were made most 


TABLE 3 


Numeer or Estate Tax Returns FILep In 
1945 MATCHED wiTH Prior Girt 
Tax Returns 








Net Estate Numberof Estates with Prior 
before Exemp- Estate Tax Gift Tax Returns 








tion Classes Returns Num- Per Cent 

(thousands) Filed in 1945 ber of Total 
Under$ 100 .. 8,769 498 5.7 
$ 100- 200.. 4,400 577 13.1 
200- 300 .. 1,149 278 24.2 
300- 500 .. 793 280 35.3 
500- 1,000 .. 525 242 46.1 
1,000- 2,000 .. 161 91 56.5 
2,000- 3,000 .. 47 30 63.8 
3, ; a 26 20 76.9 
5,000 and ove 28 22 786 
Total ..... 15,898 2,038 128 





Source: Exhibit 5 accompanying the Statement 
of Secretary Snyder before the Com- 
mittee on Ways and Means, House of 
Representatives, Feb. 3, 1950, p. 12. 

frequently in the wealthier groups. In 

the net estate classes below $100,000 
fewer than 6 per cent of the estate tax 
returns were matched with prior gift 
tax returns. The proportion increased 
gradually as the net estates increased 
until it reached a maximum of almost 
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80 per cent for the net estates of more 
than $5,000,000. 

Comparisons between amounts of 
property transferred during life and at 
death are given in Table 4. This table 
shows by net estate classes the total 
amounts of property transferred subse- 
quent to the enactment of the gift tax 
by all the decedents shown on 1945 
estate tax returns. The total of 
property transferred for each decedent 
was built up on the basis of information 
reported on the matched estate and gift 
tax returns. It is equal to the sum of: 
(1) the net estate before specific exemp- 
tion; (2) charitable bequests; (3) total 
gifts made between June 7, 1932, and 
the end of 1944, as reported on gift tax 
returns; and (4) gift taxes paid.’* The 
magnitudes of each item entering into 
total transfers for all decedents are as 
follows: 


Amount PerCent 
(millions) of Total 





Transfers at death ...... $3,011 93.6 
Net estate before spe- 

cific exemption ...... 2,819 87.7 

Charitable bequests ... 192 6.0 


Transfers between June 7, 
1932, and December 


eS eae 205 64 
TA MAS iced soli’ 194 6.0 
Gift tax paid ......... 12 _ 04 

Total transfers .... 3,216 100.0 





Note: Figures are rounded and will not 
necessarily add to totals. 


These figures indicate that for all de- 
cedents as a group, transfers made 
between the enactment of the gift tax 
and the date of death were very small 


18 This definition falls short of actual total trans- 
fers by the amount of property previously taxed 
within five years, which is excluded from the net 
estate. In 1945, the deduction for previously taxed 
property amounted to less than two per cent of the 
total net estates before exemption. Since a similar 
deduction would presumably be allowed under an 
integrated tax, total transfers less property previously 
taxed corresponds more closely to the potential base 
under integration. 





[Vou. If 


as compared to transfers at death, 
Total transfers of these decedent; 
amounted to $3.2 billion, of which $3.0 
billion, or almost 94 per cent, were made 
at death. The remaining $0.2 billion, 
or 6 per cent, was the total value of gifts 
and gift tax reported on gift tax re 
turns. 

These aggregate figures for all de 
cedents cover up significant variations 
in the patterns of property distribution 
at different estate levels. As might be 
expected, persons who died with small 
estates transferred, on the average, 
relatively small amounts of property be- 
fore death. Those with the largest 
estates, on the other hand, transferred 
larger amounts of property inter vivos, 

For decedents with net estates of less 
than $100,000, transfers by gift (in- 
cluding gift tax) reported on gift tax 
returns amounted to 3 per cent of their 
total transfers. However, the 787 de- 
cedents with net estates of more than 
$500,000 transferred over 9 per cent of 
their property by gift, and the 28 de- 
cedents with net estates of more than 
$5,000,000 transferred 12 per cent 
(Table 4). 


More detail regarding the relative im- 
portance of inter vivos and death trans- 
fers at different estate levels is given im 
Table 5. This table gives a frequency 
distribution of the estate tax returns 
filed in 1945 by the ratio of (a) trans 
fers at death to (b) total transfers made 
at death and by gift after 1932. Only 
9 per cent of all the decedents trans 
ferred at death less than 90 per cent of 
the wealth they owned on or after the 
enactment of the gift tax in 1932. In 
net estate classes below $100,000, 5 per 


cent of the decedents transferred les 
than 90 per cent at death. On the other 


hand, 13 out of the 28 decedents with 
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TABLE 4 
Property TRANSFERRED AT DEATH AND BY GIFT AFTER 1932 By DecepENTS 
Whose Estate Tax Returns Were Fivep 1n 1945 
(Money amounts in millions) 
Gifts and Gift Tax Re- Per Cent 
Net Estate Transfers at Death ported between June7, _ of Total 
by aca Total Net Estate Chari _1932, and Dec.31,1944 Transferred 
tion Classes Total Specific table Amount gir, _, by Gift 
(thousands) Besmplied Bequests Total os Tax ar eg 
ifts g1 
Under$ 100 .. $ 686 $ 665 $ 605 $ 60 $ 21 $ 20 a 3.0 
$ 100- 200.. 660 632 602 31 28 27 a 42 
200- 300 .. 313 296 283 13 17 17 a 54 
300- 500. 344 319 302 16 25 24 $1 72 
500- 1,000 . 413 380 360 20 33 31 2 79 
1,000- 2,000 260 238 219 19 21 20 1 8.2 
2,000- 3,000 .. 130 115 111 4 15 14 1 118 
3,000- 5,000 .. 129 118 95 23 11 10 1 84 
5000 and over _ 283 248 242 cc ees eee Se 123 
Total ..... 3,216 3,011 2,819 192 205 194 12 64 





Note: Figures are rounded and will not necessarily add to totals. 


Less than $500,000. 


Source: Exhibit 5 accompanying the Statement of Secretary Snyder Before the Committee on 
Ways and Means, House of Representatives, Feb. 3, 1950, p. 13. 


net estates of $5,000,000 or more, or 46 
per cent, transferred less than 90 per 
cent at death. 

It is evident from Tables 4 and 5 that 
the large majority of taxpayers retained 
most of their property until death, de- 
spite the fact that the gift tax is much 
lower than the estate tax. This appears 
to hold at all estate levels, although de- 
cedents in the higher estate classes did 
succeed in transferring proportionately 
three to four times as much inter vivos 
than did those in the lower classes. 

To minimize gift and estate taxes, in- 
dividuals with total wealth of 
$5,000,000 or more should have trans- 
ferred at least 70 per cent of their 
Property during life."® The statistics 
indicate that, from among the decedents 
at these levels, not one transferred as 

The 70 per cent figure was computed on the 
‘sumption that the taxpayer does not make any dis- 
tributions of less than $3,000 per donee. Conse- 
quently, it is the minimum rather than the actual 
Proportion of the total wealth that should have been 


distributed by gift if the taxpayer was to take full 
advantage of the lower gift tax rates. 


much as 70 per cent of his wealth by 
gift.° Few taxpayers at any estate level 
even approached the optimum division 
of transfers between gifts and bequests 
that would have been required to 
minimize total transfer taxes. 


The relatively small use made of gifts 
by these decedents cannot be attributed 
to any known peculiarities of the sam- 
ple. The proportionate distribution of 
estates by estate classes and the com- 
position of estates in 1945 were quite 
similar to those in the three preceding 
years. Moreover, 81 per cent of the de- 
cedents were over 60 years old and 58 
per cent were over 70 years old when 
they died,” indicating that most of the 
decedents had sufficient time to plan 
carefully their estate distributions. 

It will be recalled that gifts made 


20 This statement is based on a breakdown of the 
“Under 80 per cent” column in Table 5. This de- 
tail is not presented in Table 5 because of the small 
number of frequencies involved. 


” 


21 Statistics of Income for 1944, Part 1 (Pre- 
liminary) . 
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TABLE 5 


Estate Tax Rerurns Fixep 1n 1945 Distrisutep sy RATIO or (a) TRANSFERS AT DEATH 10 
(b) Toran TraANsrers AT DEATH AND BY GIFT AFTER 1932 

















Net Estate before Number of Es- Ratio in per cent of (a) Transfers at death to (b) peace 
Exemptions Classes tate Tax Returns Total transfers at death and by gift after 1932 
(thousands) Filed in 1945 Under 80 80 under 90 90 under 100 10 : 
Number of returns 
Under$ 100 ....... 8,769 309 108 81 8271 —_— 
$ 100- 200 ....... 4,400 259 172 146 383 Un 
200- 300 ....... 1,149 74 118 86 ce ae 
ae O00 %....., 793 66 84 130 513 4 
500- 1,000 ....... 525 53 64 125 2% ‘ 
1,000- 2,000 ....... 161 22 20 49 "0 
2,000- 3,000 ....... 47 7 7 16 " 1, 
, 3,000- 5,000 ....... 26 4 3 13 i) oe 
5,000 and over .... 28 _- ze 6 3, 
I dans dat 15,898 801 582 655 iaip = 5 
’ Per cent of total — 
Under$ 100 ....... 100 3.5 12 09 43 | 
$ 100- 200 ....... 100 5.9 3.9 3.3 869 
00- 300 ....... 100 64 103 75 753) Sow 
' Boo: BOO... ccs 100 83 106 16.4 647 
' 500- 1,000 ....... 100 10.1 12.2 23.8 539 ‘ 
1,000- 2,000 ....... 100 13.7 12.4 30.4 apy Te 
: 2,000- 3,000 ....... 100 14.9 14.9 34.0 32) fers 
> 3,000- 5,000 ....... 100 15.4 11.5 50.0 31 For 
; 5,000 and over .... 100 25.0 214 32.1 ‘214 
ARE 100 5.0 37 41 sa} less 
f) Source: Special tabulation by Statistical Division, Bureau of Internal Revenue. at 
* . . . . Ww 
prior to the enactment of the gift tax Estimated Size of the Tax Base under $5, 
\ . . 
and those made subsequent to its enact- Integration pn 


i! ment in amounts less than the filing re- 
; quirements ($3,000 per donee under 
present law) are excluded. As a con- 
sequence, the figures cited above under- 


For the purpose of studying the} age: 
revenue potentialities of estate and gift} a hi 
tax integration, it is necessary to segre- 7 


“ j ; Bate charitable transfers from total} cha 
state the amounts and proportions o transfers, since transfers to charity d0] fers 


total wealth transferred inter vivos. “It: 1. enter into the inte grated tax base. fig 
is nonetheless significant that reported Table 6 shows the proportion of totl] bas 
gifts accounted for only a small Pro- ‘transfers made to charity by the 194] allo 
portion of total wealth transfers for this gocedents. It indicates that charitable life 
group of decedents. It must be con- transfers accounted for a relatively} exe 


cluded that, at least in the past, poten- small proportion of total transfers #] the 
tial tax savings have played only a small most estate levels. For the entire group} bill 
part among many other considerations of decedents, they amounted to $208 teg. 
in determining the size and relative im- million or 6.5 per cent of the $32] yea 
portance of inter vivos and death trans- billion total transfers. Curiously, thet} mil 
fers. seems to be no marked trend in tht} and 
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TABLE 6 
PrRoporRTION OF Property TRANSFERRED AFTER 1932 To CuariTy By DEecEDENTS 
Whose Estate Tax Rerurns Were FIvep 1n 1945 
(Dollar amounts in millions) 
Total Trans- Charitable Transfers Per Cent 
ont ne fers at Death Between June _ of Total 
Ticmeneda) and by Gift Total At Death 7,1932,and Transferred 
since 1932 Dec. 31,1944 to Charity 
Under$ 1002 ...... $ 686 $ 61 $ 60 $1 88 
$ 100- 200 ........ 660 32 31 1 48 
200- 300 ........ 313 13 13 1 42 
300- 500 ........ 344 19 16 2 54 
500- 1,000 ........ 413 21 20 1 52 
1,000- 2,000 ........ 260 20 19 1 79 
2,000- 3,000 ........ 130 5 4 1 4.1 
3,000- 5,000 ........ 129 24 23 1 18.7 
5,000 and over ..... __ 283 _13 i eA 44 
1S eee ee see 3,216 208 192 16 65 





Note: Figures are rounded and will not necessarily add to totals. 
8 Includes returns with no net estate before specific exemption. 
Sources: Statistics of Income for 1944, Part 1 (Preliminary), and Special Tabulation, Statistical 


Division, Bureau of Internal Revenue. 


relative importance of charitable trans- 
fers as the size of the net estate increases. 
For decedents who left net estates of 
less than $100,000, charitable transfers 
were 8.8 per cent of total transfers, 
while for those with net estates of 
$5,000,000 or more they were 4.4 per 
cent; between these levels the percent- 
ages vary from a low of 4.1 per cent to 
a high of 18.7. 

The subtraction of $208 million of 
charitable transfers reduces total trans- 
fers to about $3 billion. This latter 
figure, however, still exceeds the tax 
base under integration, since it makes no 
allowance for the gift tax exclusions and 
lifetime exemption and the estate tax 
exemption. For the 1945 decedents, 
these amounted to a total of about $1 
billion. Thus, as shown below, the in- 
tegrated transfer tax base in calendar 
year 1945 would have been $2,005 
million if the gift tax had been included 
and $1,993 million if the gift tax had 
been excluded, or only $105-$93 million 


larger than the estate tax base of $1,900 
million in that year. 





Amount 
(millions) 
Tees Apdnabere ° ohio. cack aes $3,216 
Deduct: Charitable gifts and bequests 208 
Noncharitable transfers ............ 3,009 
Deduct: Annual gift tax exclu- 
GOR 65505. ct Sic $ 29 
Gift tax exemption .. 56 
Estate tax exemption 919 1,004 
Integrated transfer tax base includ- 
ing gift tax gy Suives ioe deed ope 2,005 
Deduct: Gift EL.» v-insiasindibintnmaon 12 
Integrated transfer tax base exclud- 
Ing gilt tak paid ........cceccoces 1,993 





Note: Figures are rounded and will not 
necessarily add to totals. 

In this tabulation the exclusions and 
exemptions for the integrated transfer 
tax were assumed to be the same as 
those reported by the decedents. To the 
extent that some of the decedents took 
advantage of the higher exclusions and 
exemptions under the gift tax before the 
Revenue Act of 1942 was enacted, the 
figures understate the relative size of the 
integrated transfer tax base under 1945 








‘ 
i 
! 
' 
! 
1 
‘ 
a 


'- a == St Me ee 


— 


a 


= 


3 


162 NATIONAL TAX JOURNAL 


exclusions and exemption’. In effect, 
these computations show what the in- 
tegrated transfer tax base would have 
been in 1945 on the following assump- 
tions: (1) that for each estate all tax- 
able gifts made subsequent to June 7, 
1932, and reported on gift tax returns 
would have been added to the net 
estate and (2) that the exemptions and 
exclusions actually credited to each de- 
cedent under the gift tax would have 
been allowed as deductions. Under 
these assumptions, it seems clear that the 
amount of taxable property that might 
have been added to the estate tax base 
by integration could not have exceeded 
the base under the law applicable “to 
calendar year 1945 by more than 5 
per cent.” 

As time passes and the population 
ages, the cumulation of additional gifts 
undoubtedly tends to increase both the 
absolute and relative potential of an in- 
tegrated transfer tax. However, since 
the amendments made under the 
Revenue Act of 1948 removed a sub- 
stantial amount of property transfers 
by married couples from the gift and 
estate tax bases, the estimates based on 
1945 estate tax returns probably over- 
state the current potential of an in- 
tegrated transfer tax with present ex- 
clusions and exemptions. 


Estimated Yield of Integration 


Estimates of the additional yield that 
might have been derived in 1945 from 
an integrated transfer tax cannot be 
made precisely. Although the infor- 
mation available for the group of de- 
cedents covered by this study is sub- 
stantial, all the details necessary to pre- 

22 As indicated below, this figure is substantially 
higher than the possible immediate increase in the 


base, if integration begins only with gifts made 
subsequent to the enactment of the law. 





[ Vox. I 


pare precise estimates are not available 
Consequently, the estimates presented 
below may be subject to fairly wide 
margins of error in relative terms. Itis 
believed, however, that the absolute 
magnitude of the error cannot be large, 

Several different estimates of potential 
revenue yield can be made, depending 
upon the specific provisions of the pro- 
posed integrated tax. The three basic 
variants of integration for which de 
tailed computations were made are the 
following: 


1. A tentative tax would be computed 
on the aggregate of gifts and net estates, 
the exclusions and exemptions that were 
actually reported by each taxpayer between 
1932 and 1944 under the gift tax being 
carried over for purposes of computing the 
new tax base. The tax rates and exemp 
tions under the estate tax applicable to 194§ 
would be used to compute the tentative tax 
A credit equal to the tax on the total of 
gifts made during life (at estate tax rates) 
would then be allowed against the tentative 
tax. The gift tax paid would not be in- 
cluded in the base.** 

2. The gift tax paid would be added t 
the base of the integrated transfer tax and 
the credit would be computed on the basis 
of the total gifts plus gift tax paid. 

3. The same as (2), except that credit 
would be allowed only for the actual gift 
tax paid. 


Variant 1 would have yielded an 
estimated $23 million over and above 


23 It was necessary to assume that every decedent 
with prior gifts in a single net estate class had made 
gifts equal to the average for that class. Because of 
the effect of graduation this results in a lower esth 
mate than that which would have been obtained if 
the graduated rates had been applied to the actuil 
gifts made by each decedent. 


24 This is the form of integration recommended 
by the Treasury Advisory Committee on Estate and 
Gift Taxation, Federal Estate and Gift Taxes, A 
Proposal for Integration and for Correlation with 
the Income Tax (Washington, 1947), p. 14. 
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the $531 million estate tax liability in 
1945, an increase of only 4 per cent. 

Variant 2 would have yielded an 
estimated $25 million over and above 
the 1945 estate tax liability. 

Variant 3 would have yielded $39 
million additional revenue. 

Most of the additional yield under all 
three variants of integration would have 
come from the wealthiest estate classes. 
It is estimated that about 70 per cent of 
the total additional yield would have 
come from decedents with net estates in 
excess of $1,000,000. 


These estimates do not provide a 
realistic basis for judging the potential 
revenue yield of such a tax for the near 
future for several reasons. Integration 
proposals often do not contemplate the 
inclusion of gifts made prior to their 
enactment. The foregoing estimates 
indicate what the yield of integration 
would have been in 1945 if it had been 
put into effect for that year and if all 
taxable gifts made subsequent to June 
7, 1932, had been included. Clearly, if 
the gifts to be integrated with estates 
begin with those made following enact- 
ment of the integrated tax, the im- 
mediate tax revenue yield would be 
negligible.”® 

Although gifts made over a period of 
13 years were included in these com- 
putations, it cannot be assumed that 
another 13 years must elapse before 
similar yields would be obtained from 
an integrated tax applying to gifts made 
subsequent to its enactment. There are 
factors which would tend both to 


25In fact, if the combined exemption were set at 
the total of the present separate gift and estate tax 
exemption, integration would lose revenue for several 
years because persons who do not ordinarily use up 
their entire gift tax exemption would, in effect, be 
Btanted a higher estate tax exemption. 
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lengthen and to shorten this transition 
period, and it is difficult to estimate 
what the net result might be. On the 
one hand, the growth of private wealth 
in the United States will tend to in- 
crease the amount of property subject 
to the present transfer taxes and, there- 
fore, to increase the yield of an inte- 
grated transfer tax. On the other hand, 
the substantial increases in exemptions 
and exclusions for gift and estate tax 
purposes resulting from the gift and 
estate “ splitting” amendments of the 
Revenue Act of 1948 have greatly re- 
duced the bases under the present trans- 
fer taxes. Unless the effect of the 1948 
Act were counteracted by compensating 
reductions in the nominal exemptions 
and exclusions, the base of the inte- 
grated transfer tax would be reduced 
correspondingly and the transition 
period lengthened. 

The “announcement” effect of a 
proposal to integrate the transfer taxes 
would be quite substantial. The move- 
ment of the gift tax base between 1932 
and 1945 clearly indicates that Con- 
gressional discussions prior to enactment 
of higher gift tax rates have precipitated 
very large gifts. There is no record of 
the gifts made prior to the enactment 
of the gift tax act in 1932. In 1935, 
however, net taxable gifts amounted to 
$1.2 billion, almost as much as the en- 
tire estate tax base in that year, largely 
because of the increases in rates under 
the Revenue Act of 1935 which became 
effective January 1, 1936. Gifts also 
increased, but not as much as in 1935, 
as a result of the prospective increases in 
rates under the Revenue Acts of 1934 
and 1941. This extreme sensitivity of 
gifts to increases in rates in the past 
suggests that integration would be pre- 
ceded by a very large volume of gifts 
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which would actually deplete the new 
transfer tax base for a long period of 
time. 


Conclusion 


Whether integration is to apply only 
to prospective gifts or also to gifts made 
before its enactment, the additional yield 
of the new tax cannot be very large 
within the first decade after its enact- 
ment. This conclusion is valid if dis- 
tributions by gift remain as moderate 
as they appear to have been in the past. 
Should taxpayers begin to take greater 
advantage of gifts to reduce estate taxes, 
the revenue potential of integration 
would increase as the yield of the 
present transfer taxes decreased. 

However, the justification for inte- 
gration rests more on the improvement 
in equity and on the simplification that 
would be achieved than on its immediate 
potentialities as a revenue producer. 
The tax concessions presently granted 
to transfers by gift are often justified 
on the ground that it is desirable to 
encourage “ legitimate ” gifts by parents 
to children and other relatives who may 
be embarking on new business ventures. 
In practice, many gifts are made with 
the intention of avoiding the income 
and estate taxes, and a very large pro- 
portion, especially in the wealthiest 
classes, are placed in trust beyond the 
control of the income beneficiaries. 
Moreover, as already noted, those who 
have built up successful businesses often 
find it difficult to relinquish ownership 
of their property before death. Thus, 
separate taxation of gifts and estates 
produces highly irequitable results, pro- 
viding tax savings to those who need it 
least and discriminating most against 
those who by force of circumstances 
cannot make gifts. 
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Aside from improving the equity of 
the transfer taxes, integration is desir. 
able because it would remove the ob- 
stacles to correlating the definition of 
transfer under the income, gift, and 
estate taxes. Transfers are now some. 
times considered complete under the 
definition applicable to one of thes 
taxes, but not under another. This has 
plagued taxpayers, administrators, and 
the courts for years, and has led to con- 
siderable dissatisfaction. While corre. 
lation is possible under present law, 
technicians point out that integration 
would provide a better basis for solving 
these intricate problems and, at the same 
time, would achieve a substantial simpli- 
fication of the statute.”® In addition, 
combination of the taxes on gifts and 
estates into one levy would help resolve 
the issue respecting gifts in contem- 
plation of death. 

Finally, integration is vital if we are 
to look forward to a strengthened trans- 
fer tax structure in the future. The 
Secretary of the Treasury recently pro- 
posed, in addition to integration, sub- 
stantial reductions in gift and estate tax 
exemptions, increases in rates, and the 
closing of the life estate loophole.” 
These recommendations reflect an in- 
creasing interest in the transfer taxes a 
a potential source of additional revenue. 
Unless integration were adopted along 
with the other revisions, there would 
remain open an avenue of tax avoidance 
which could hardly escape the attention 
of tax-conscious individuals and theif 
tax attorneys. 


26 See the report by the Treasury Tax Advisory 
Committee, op. cit., pp. 17, 26, and 62. 


27 See this statement before the Committee 0 
Ways and Means, House of Representatives, Feb. 3, 
1950. 





Facul: 








Sirs 
ob- 
fa 





THE CUBAN TAX SYSTEM 


JUAN MANUEL MENOCAL Ii* 


- I will try to give a resumé 
of the taxes existing in the Cuban 
nation to satisfy the curiosity of the 
American students of taxation and of 
American business men who may be in- 
terested in capital and business invest- 
ments in Cuba and therefore interested 
in the possible burden of taxation in 
Cuba. I am not expressing myself in 
my native Spanish and due to a personal 
peculiar inability and in spite of four 
decades of very frequent practice, I 
know I do not command the English: 
language; therefore, I present, before- 
hand, my apologies to the reader for the 
many exotic constructions he will find 
in the paper and for the continuous lack 
of the large vocabulary indispensable to 
give some life to works referring to such 
an arid subject as taxation. 

I will begin by pointing out the 
general legal aspects, then I will try my 
hand at a brief description of Cuban 
taxation and, finally, I will indicate the 
opinions of the Cuban business world as 
to the necessary or convenient fiscal 
measures that should be adopted in order 
to stimulate higher economic produc- 
tivity and employment. The last para- 
gtaphs will be devoted to the possible 
future trend of Cuban taxes. 


Legal and Judicial Background 


a) Taxes must be enacted by acts of 
the Cuban National Congress. The 


*The author is Professor of Taxation in the 
Faculty of Commerce at Havana University and 
Chief of the Note Issue Department of the Banco 
Nacional de Cuba. 


Executive Department has the necessary 
constitutional powers to issue regulations 
for the best application and interpre- 
tation of tax laws. The Supreme 
Court’s decisions have been very strict 
in holding the regulatory powers of the 
Executive within the scope of the tax 
laws. 

b) Up to the present, municipal taxes 
have necessarily been founded on laws 
voted by the National Congress; never- 
theless, it should be pointed out that the 
present Constitution, enacted in 1940, 
recognizes a limited original municipal 
taxing power. It is now suspended by 
war measures, but in the future it 
should be possible for municipalities to 
create taxes compatible with the national 
imposts and not affecting inter-munici- 
pal commerce and communications. For 
municipal taxation of “first necessity 
goods” the Constitution requires the 
existence of a National law. A very in- 
tense public reaction should be expected 
against new municipal taxes. 

c) As to all kinds of Cuban taxes, 
the taxpayer, when confronted with 
Treasury fiscal investigations or tax 
claims, always has an ample opportunity 
to prove his case and, afterwards, with- 
in the administrative jurisdiction, he 
has the right of at least one appeal in his 
defense with the prerequisite of the 
deposit of the tax claim under discus- 
sion. Finally, the taxpayer always has 
the right to bring his case to the at- 
tention of the judicial court, but it 
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must be recognized that the appeals be- 
fore said courts do not conform to fast- 
moving procedures and sometimes the 
taxpayer meets inconveniences in ob- 
taining tax reimbursements ordered by 
the courts. On the other hand, it is the 
personal impression of the writer, that 
in Cuba, tax coerciveness is not as un- 
compromising as in the United States. 
d) In this paper, I do not pretend to 
be one hundred per cent exhaustive in 
presenting all the Cuban taxes or all the 
details of the imposts that I will 
mention. Nonetheless, I have en- 
deavored to describe the essential points 
of all the Cuban taxes that I have 
estimated would be of interest to Ameri- 
can students of foreign tax systems and 
to persons contemplating the possibility 
of doing business in Cuba. Of course, 
for briefness’ sake, in the mentioning of 
the various taxes, I have necessarily 
omitted details that in many specific 
cases might be of decisive importance. 


Personal Taxes 


a) Foreign residents with a yearly in- 
come of $2,600 or over are given identi- 
fication cards costing $15.00 annually. 
Lower rates are exacted from foreign 
residents with lower yearly incomes. 


b) In Cuba there exists a tax on all 
personal incomes derived from salaries 
or wages, all kinds of personal com- 
pensation, capital rents and capital gains. 
The yearly taxable personal incomes are 
those realized—actually collected—in 
moneys or goods. As to salaries, the tax 
is withheld by the employer. In- 
dividuals become taxpayers when their 
total net incomes reach or exceed $1,000 
a year. Foreign residents are subject to 
the tax but are totally exempted when 
receiving only income from capital out- 
side of and not derived from Cuba. 
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The personal income tax is paid ac 
cording to a progressive rate beginning 
with a one per cent on the first $2,400; 
the rate gradually increasing until 
arriving at the highest bracket which is 
30.5 per cent on $100,000 or more. The 
law is generous regarding deductible ex. 
penses and on the net incomes on which 
it is based, further deductions are per 
mitted of 30 per cent of net income for 
married taxpayers and of 10 per cent of 
net income for each dependent. 

Foreign artists and athletes are sub- 
ject to a 10 per cent special tax on their 
Cuban income. 

c) Salaries and wages are taxed in 
general with one-fourth of 1 per cent 
for maternity insurance, and the em- 
ployees of many commercial and in 
dustrial activities benefited with social 
security laws have to contribute to the 
corresponding funds different small per- 
centages on their salaries and wages. 

d) Interest and dividends from for 
eign securities are taxed 6 per cent; in- 
terest and dividends of Cuban issued 
shares or debentures are taxed 5 pet 
cent; interest from personal loans not 
granted by banks is taxed 5 per cent} 
and in every case an additional and in- 


dependent 20 per cent charge is cok 


lected, but calculated on the lower rates 
that existed in 1941. All these taxes ate 
deductible in the personal income tax 
declarations. 

e) Interest from mortgage loans i 
taxed 5 per cent—also deductible in the 
personal income tax declarations. 

f) A yearly tax of fifteen hun 
dredths of 1 per cent is collected on the 
real value of bearer shares issued by 
companies operating in Cuba. This tax 
exists chiefly to protect the produc 
tivity of the taxes on real-estate tran* 
fers, inheritances and personal incomes 
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Taxes on Net Profits 


a) These taxes affect the net profits 
of practically all commercial and in- 
dustrial enterprises. The taxes on net 
profits apply only to the net profits of 
such enterprises, since the Cuban Income 
Tax is strictly personal, payable only by 
individuals, and applies exclusively to 
the income which individuals can freely 
dispose of to meet their personal and 
family living necessities. 

The net profits tax is assessed on the 
year’s operational net profits of com- 
mercial and industrial concerns, the 
fiscal meaning of net profits being the 
balance of gross income left after de- 
duction of ordinary and necessary ad- 
ministration expenses incurred in, of 
realized during the fiscal year and after 
deduction of maintenance expenses and 
depreciation or amortization. The rate 
begins at 9 per cent on the first $25,000 
and the highest bracket is 30 per cent 
on the net profits in excess of 
$1,000,000. 

There is a special rate for stock and 
limited companies, banks and the sugar 
industry, with the same maximum of 30 
per cent on net profits in excess of 
$1,000,000, but beginning with a 15 per 
cent on the first $100,000 net profits. 
Railroads and national maritime trans- 
portation pay an 8 per cent flat rate and 
production, consumption or credit co- 
Operatives pay 4 per cent. 

There is an additional and independ- 
ent 20 per cent charge to be calculated 
on the basis of the lower rates that 
existed in 1941; and lately to provide 
for a new University an extra 1 per 
cent on the brackets above $500,000, 
and smaller on the lower brackets have 
been imposed. 


CUBAN TAX SYSTEM 


167 


b) All kinds of partnerships and 
corporations have to meet a 15 per cent 
tax on the net profits in excess of 10 
per cent on the declared value of 
capital. The value is declared for the 
purpose of paying a yearly tax of three 
dollars per each one thousand dollars or 
fraction of the capital value. The tax- 
payer is free to make his declaration of 
capital value without taking into con- 
sideration the book or real values. 

c) To cover the expenses of the 
National Transportation Commission, 
public service railroad companies are 
yearly assessed in proportion to their net 
profits. There is also a municipal net 
profits tax payable only by public 
utilities companies and in connection 
with the national net profits tax. 


Taxes on Gross Business Incomes in 
Lieu of the Net Profits Tax 


There are certain activities which the 
Government found difficult to tax on 
the basis of net profits and, in lieu of 
said tax, equivalent taxes on their gross 
incomes were imposed. The activities 
so taxed are the following: sales install- 
ment plans and public service pipelines, 
3 per cent; international navigation, 
branches and subsidiary companies in 
Cuba working on agreements that may 
obstruct the realization of net profits in 
Cuba, cable and radio messages, and the 
sale, renting or exhibition of moving 
picture films, 3.60 per cent; and insur- 
ance and bonding premiums 4.50 per 
cent. 


Gross Income, Sales and Similar Taxes 


a) A 7.2 per cent tax is imposed on 
the gross income derived from sales of 
industrial concerns, with lower rates ap- 
plying to the following: 4.8 per cent on 
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foodstuffs, pharmaceuticals, fertilizers, 
insecticides, animal feeds, refined sugar 
and salt; 2.52 per cent on gasoline; 2.4 
per cent on industrial machinery, 
general railroad and plowing equipment; 
2.2 per cent on liquors, wines, cigars, 
cigarettes, nonalcoholic beverages, pack- 
ing bags for sugar and agricultural 
products, cheese-cloth used in the cul- 
tivation of tobacco, fuel oils, condensed 
or evaporated milks, cheeses, butter, 
meats, charcoal, alcohol for domestic 
uses, and railroad equipment for public 
service companies; and 1.6 per cent on 
gasoline mixed with alcohol for motors. 
Sea and farm natural products, raw 
materials and sales for further industrial 
processes or exportation, are tax-free. 
If imported, the above indicated rates 
are raised to 9 per cent, 6 per cent, 3.15 
per cent, 3. per cent, 2.75 per cent and 2 
per cent, respectively. 

The commercial or industrial activ- 
ities specializing in the rendering of 
services, such as hotels, pay 2.75 per cent 
on their gross income. 


On the total price obtained from the 
exportation of blackstrap sugar molasses 
the tax is 2.75 per cent. This is an ex- 
ception to the tax-free exportation rule. 


b) There are other taxes that act, in 
effect, as on gross income. For example, 
a tax of .5 of 1 per cent is paid by all 
industrial or business enterprises on the 
total of their wage and salary payrolls. 
The yield of this tax is dedicated to 
maternity insurance. To increase the 
pension funds for salaried employees 
some other concerns also have to meet 
various small percentage taxes on 
salaries and wages paid. 


A 10 per cent is exacted on the 
amounts paid for royalties for the use of 
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patents, equipment and any other con 
cessions. 

A modest yearly license tax is paid on 
motor vehicles. 

Nearly all business activities are sub. 
ject to a yearly flat rate tax paid to the 
municipality. The rates are coordinated 
with groups of similar activities, varying 
according to the number of inhabitants 
in each municipality. These are not 
generally high and the collection is made 
with very little interference by the 
municipal tax authorities in the business 
processes. 

A stamp tax is imposed on invoices, 
receipts, bills of exchange and other 
documents issued by all kinds of 
business enterprises. The rates are not 
high, but, without doubt, the proper 
stamping of the documents increases, to 
a certain extent, overhead expenses. It 
is really a nuisance tax. 

There is also a 5 per cent tax ona 
limited list of articles considered to be 
for luxury consumption. 

Betting games and authorized gam- 
bling houses bear special taxes; and there 
is a tax on admissions to motion picture 
theatres and sport shows. In no ease is 
the tax collected on tickets of less than 
60 cents. 


Taxes on Foreign Investments & 
Exportation of Moneys 


A yearly tax of 1.8 per cent is col- 
lected on the foreign investments of 
Cuban citizens or Cuban business con- 
cerns. Investments in securities issued 


outside of Cuba, but representing assets 
in Cuba, are not considered foreign 
from the tax point of view. The taxis 
intended principally to force insurance 
companies doing business in Cuba to in- 
vest within the country the technical 
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reserves derived from policies issued in 
Cuba. 

There also exists a tax of 2 per cent 
on the exportation of money or its 
equivalent. 


Taxes on Sugar, Salt and Coffee 


a) Based on each bag of 325 Spanish 
pounds, the production of raw sugar is 
taxed by various exactions amounting to 
$0.28. Raw sugar for local consump- 
tion is also taxed with $0.0044 per 
pound; and syrups with $0.045 per 
gallon. The production of each gallon 
of black strap sugar molasses is taxed 
with $0.0025. 

b) A production tax of $0.0150 is 
exacted on each pound of sugar refined 
for local consumption; dissolved refined 
sugar syrups are taxed at $0.18 per 
gallon. 

c) Sugar cane growers pay $0.01 and 
$0.04 per each 2,500 pounds of sugar 
cane delivered to the sugar mills. The 
taxes are dedicated to the National 
Association of Sugar Cane Growers and 
the Sugar Pension Fund. 

d) Importation or national produc- 
tion of salt for local consumption is 
taxed at $0.006 per pound. For the 
extraction of salt on public domain 
properties a royalty of $0.10 per each 
one hundred pounds is paid to the Gov- 
ernment. 

e) Each pound of decorticated coffee 
is taxed at $0.0025 as well as each pound 
of coffee subject to any toasting process. 
Decorticating and toasting concerns pay 
a yearly license fee as do the coffee 
dealers. For the support of their 
National Association, coffee growers 
contribute $0.10 per each one hundred 
pounds of decorticated coffee. 
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Taxes on Production and/or Con- 
sumption of Luxury Articles and 
Similar Taxes 


a) The production of ethyl alcohol is 
taxed $0.40 (plus 20 per cent) on each 
litre, but exemption is granted ‘when 
destined to the production of liquors or 
exportation; the tax is reduced to $0.15 
(plus 20 per cent) for the manufactur- 
ing of perfumes and chemical products 
and to $0.19 (plus 20 per cent) for the 
manufacturing of pharmaceuticals. The 
production of alcoholic ethers and the 
different kinds of alcoholic essences are 
also taxed. The taxes are higher on 
imports. 

b) The production of strong liquors 
is taxed $0.2 (plus 20 per cent) per 
litre. Lower taxes exist on the produc- 
tion of wines, ciders, vermouths and 
beers. The imported liquors are taxed 
much higher. 

c) Production of each package of 
sixteen cigarettes or less is taxed 
$0.0075 and cigars $0.0020 each when 
the value does not exceed $25.00 per 
thousand, and the tax is $0.0030 per 
cigar when the value exceeds $25.00 per 
thousand. The taxes are much higher 
on imports. Chewing tobacco is also 
taxed. In all cases an additional 20 per 
cent is collected. 

d) Matches are taxed $0.0025 (plus 
20 per cent) on each box of up to fifty 
matches. The same tax is collected on 
the importation. Automatic lighters 
are also taxed. 

e) Nonalcoholic carbonated bever- 
ages are taxed on the basis of $0.05 
(plus 20 per cent) on each case of 
twenty-four bottles. 

f) Each pack of playing cards is 
taxed at $0.05 (plus 20 per cent), and 
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the same amount is collected on the im- 
portation of same. 

g) Each package of five or more 
razor blades, as well as each shaving 
unit, pays $0.01 tax. 

h) Each one hundred pounds of 
cattle rawhide is taxed at $1.00 and each 
rawhide at $0.01. 

i) Each one hundred pounds of ex- 
plosive is taxed at $1.00. 

j) Cement is taxed in the national 
production and on importation with two 
taxes of $0.12 and $0.025 respectively 
on each bag of 42.5 kilos. 

k) The sale of cattle for the purpose 
of slaughtering is taxed at $0.10 per 
head. 

1) Building steel rods are taxed at 
$0.05 on each one hundred pounds. 

m) Each dose of serums for animals 
is taxed at $0.01. 

n) Flour is taxed at $0.10 on each 
bag and yeast at $0.03 per pound. 


Gasoline and Similar Taxes 


a) The production or importation of 
gasoline is taxed in various ways, 
totalling $0.13 (plus 0.1 per cent) per 
gallon. Different suspensions and ex- 
emptions have been granted. 

b) Kerosene is subject to a produc- 
tion tax of $0.028 per gallon and to a 
consumption tax of $0.014 per gallon. 

c) Tractor fuel is subject to a pro- 
duction tax of $0.0224 per distilled 
gallon in Cuba. 

d) Gas oil is subject to a consumption 
tax of $0.10 per gallon produced in 
Cuba or imported. 

e) Mining royalties are taxed as 
follows: 10 per cent on oil, reduced to 
9 per cent when refined in Cuba; 5 per 
cent on naphtha; 10 per cent on natural 
gas or gasoline obtained from said gas, 
and 1 per cent in every case for the 





[ Vou. I 


owner of the land. The royalties ate 
based on the market price at the wells, 

f) The exportation of asphalt and 
similar minerals is taxed at 1.5 per cent 
of the value. 


Taxes on Real Estate Rents 


The municipalities collect a tax on 
net rents of city and country real estate 
properties: 

a) As to city real estate, from the 
gross contractual rent a general main- 
tenance deduction of 25 per cent is per: 
mitted and extra deductions are allowed 
for office buildings, apartment and 
tenement houses. Rents of properties 
occupied by owners are estimated ac- 
cording to the rent level of the locality, 
The net rent is taxed at 12 per cent 
(plus 15 per cent of the 12 per cent), 

b) As to country real estate, no de 
duction is permitted on the contractual 
rents, 6 per cent being charged on rents 
derived from lands dedicated to the 
planting of sugar cane, coffee, cocoa, 
pineapple, or other farming products, 
and 4 per cent is charged on rents 
derived from land devoted to ranching. 
Sugar mills pay 8 per cent on the value 
of cane ground which is grown on the 
sugar mills’ own land and 2 per cent on 
the value of cane bought from im- 
dependent sugar cane growers. When 
country real estate is occupied by the 
owner, the tax is based on the calculated 
value of the products less cultivation 
expenses. An extra 15 per cent is 
collected on each mentioned rate. 

c) In both cases and on the same 
rent basis, an additional 4 per cent i 
collected for the national Government. 


Transfer and Inheritance Taxes 


A tax is imposed on real estate trans 
fers. The rate is 3.6 per cent on the 
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value of the property sold. At lower 
rates the tax is also applicable to other 
transactions relating to real estate, such 
as constitution and modification of 
mortgages, leases, etc. A much lower 
rate is applied to the transfer of per- 
sonal property when made by notarial 
document. The same law regulates the 
inheritance tax, which is collected at 
different progressive rates based on the 
family relationship between the deceased 
and-each heir. The rates are much lower 
than the ones prevalent in the United 
States. 


Modifications Requested 


During the fall of 1948, the most im- 
portant Cuban associations of business 
men and industrialists met in a confer- 
ence especially called for the purpose of 
submitting to the Government the 
measures that would best stimulate 
greater economic productivity and em- 
ployment. The discussions and resolu- 
tions of the conference were based on 
the opinions of experts specifically re- 
quested to write papers on those prin- 
cipal aspects of the Cuban economy 
which were thought to be closely con- 
nected with the purposes of the con- 
ference. I was asked to prepare a paper 
with reference to the tax modifications 
that would encourage greater economic 
productivity and employment. The 
conference concurred with most of my 
suggestions. The principal ones are 
briefly as follows: 


a) Co-ordination of the personal in- 
come tax with the taxes on the net 
profits of commercial and industrial 
enterprises, to the effect that in the 
settlement of the personal income tax 
some concessions be granted to personal 
incomes derived from business and in- 
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dustries subject to the tax on net profits 
and other business taxes. 


b) Exemption from the personal in- 
come tax of those parts of personal in- 
comes saved for investment in business 
and industrial activities. 

c) Elimination in the personal income 
tax law of the exemption of interest 
from Cuban Government bonds. 

d) Elimination of the taxes on capital 
and on excess profits. 

e) Modification of the net profits tax 
to the effect that the net profits be as- 
sessed equivalent to the capital surplus 
gained during the year. 

f) Application of the net profits tax 
to the average net profits of the last five 
years. 

g) Liberalization of the rules on de- 
preciation and amortization in con- 
nection with the net profits tax. 

h) Facilities for the payment of the 
net profits tax when cash is not im- 
mediately available to the taxpayer. 

i) Simplification of the tax as re- 
gards small industries and businesses. 

j) The sales tax to exempt fuel the 
same as raw materials. 

k) Elimination of the stamp tax or, 
at least, application of a system that 
would avoid the necessity of affixing 
stamps on each document. 

1) Exemption from the tax on ex- 
portation of the moneys sent out in 
payment of merchandise which is not 
subject to importation duties and mer- 
chandise having little or no possibility of 
depreciation. 

m) Substitution for all sugar pro- 
duction and consumption taxes, of a 
special rate on the net profits of sugar 
industry or, at least, the consolidation of 
the taxes on sugar. 
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n) Elimination of the tax on non- 
alcoholic carbonated beverages and very 
light beers. 

0) Elimination of the taxes on gross 
incomes in lieu of the net profits tax, 
enlarging the latter tax to include those 
activities now paying the in lieu taxes 
on gross income. 

p) Adaptation of the taxes on oil and 
by-products to a system that would im- 
pose a minimum tax on crude oils and 
separate production or consumption 
taxes on each of the by-products of 
crude oil. 

In January, 1950, the book contain- 
ing the proceedings of the Conference 
for the Progress of Cuban Economy was 
distributed. The different papers pre- 
pared by the experts present a very good 
picture of the principal Cuban eco- 
nomic problems. 


Future Trends 


The general sales tax in effect in 1946, 
which was characterized by multiplicity 
and repetition on every business sale, 
was transformed into a tax payable only 
at the source of industrial production or 
importation. The writer thinks that 
further similar efforts will be made to 
simplify the collection of other taxes. 

The writer also thinks that the col- 
lection of the personal income tax will 


be tightened and/or the rate increased 
if necessary, to avoid further taxation 
of business sales, net profits, or gross in- 
comes. In other words, that the trend 
of Cuban taxation will be, to leave the 
activities of economic productivity and 
employment undisturbed as much a 
possible and, if more public revenues 
are needed, to try to obtain same from 
sources nearer to personal incomes. 
During the last several years there 
have existed temporary tax exemptions 
in favor of war and new industries. |] 
believe that in Cuba there will always 
be some kind of tax concessions for new 
industries, since the necessity of a wider 
diversification of production in the 
Cuban economy is evident. Lately, I 
have publicly stated my conviction that 
in Cuba there should exist a permanent 
long range lawful set of stimulating tax 
measures in favor of new economic 
activities, but that such a system must 
be derived from a most scientific re- 
search of the natural resources within 
our economic region, so that we would 
be in a position to recognize and favor 
to the limit those economic activities 
which present the best independent 


chances of survival in the Cuban mar- 


ket and the best opportunities to com- 
pete in the world’s markets at large. 
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ASSESSMENT OF COAL PRODUCING 
PROPERTIES IN KENTUCKY 
H. CLYDE REEVES * 


and 
HENRY A. SPALDING { 


. problem of assessing property 
for ad valorem taxes has plagued 
Kentucky for decades. For county and 
school tax levies property assessments, 
excepting public utilities, railroads, and 
the like, are made by elected county 
tax commissioners. The Department of 
Revenue exercises general supervision 
over the tax commissioners and has for 
years made specific recommendations re- 
garding the assessment of limited classes 
of property, such as tobacco in storage 
and bank shares. 


The county assessments, generally, 
lack equality. The county tax com- 
missioner’s office has been poorly 
financed, and the job of assessing has 
substantially degenerated into either 
self-listing by the taxpayer or the copy- 
ing of last year’s rolls by the tax com- 
missioner. As the result of a deterior- 
ating local tax base, the State Govern- 
ment has increasingly supported 
primary and secondary education and 
the construction and maintenance of 
tural roads. _ 

During 1948, much interest in the 
assessment problem arose. A special 
session of the General Assembly was 
called in 1949. Among its accomplish- 
ments was the enactment of legislation 
designed to improve local assessments. 


*Commissioner of Revenue, Commonwealth of 
Kentucky, Frankfort, Kentucky. 


T Consulting Engineer, Hazard, Kentucky. 


But that is another story. This article 
concerns the efforts of the Kentucky 
Department of Revenue to improve the 
assessment of coal producing properties. 

For years an accusing finger had been 
pointed at some of the large coal pro- 
ducing counties of Kentucky. It was 
alleged that they, particularly, were not 
paying their way because coal was 
grossly underassessed in comparison to 
other property. As early as 1942, the 
Kentucky Department of Revenue 
initiated a program to improve the as- 
sessment of coal properties. The war, 
however, made continuation of this im- 
practicable. No substantial progress 
was made in this area until 1943, when 
the Department of Revenue seriously 
undertook to study the coal assessment 
problem and to devise ways and means 
of equalizing the assessment of coal 
properties both among themselves and 
with other property. 


Establishing a Yardstick of Value 


The first objective of this undertak- 
ing was to establish some yardstick by 
which the value of coal property could 
be measured. The facilities were not 
available for doing a thorough on-the- 
spot evaluation of each mine, and it is 
doubtful if this would have been 
justified or would have been an im- 
provement over what was actually done. 

Mining appeared to be conducted 
solely for profit, with no sentimental or 
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aesthetic value attached to it. For this 
reason, a searching analysis was first 
made of the financial performance of 
the coal producing properties in Ken- 
tucky. This covered the ten-year 
period 1938-1947 and was based in 
large part on data taken from the sworn 
records of the income tax returns filed 
by coal mining companies with the De- 
partment of Revenue. According to the 
Kentucky Department of Mines and 
Minerals, there were 319 railroad mines 
in Kentucky in 1948. However, dur- 
ing the period in which the analysis was 
made, comparable data were available 
for only 220 and complete data for 
only 66. 

The 220 mines studied embraced those 
of every size and capacity, from one 
so small as barely to deserve the name 
to the largest property, which produced 
many thousands of tons of coal per day. 
The years covered by the study included 
a period of sustained markets, reason- 
ably stable labor conditions, and the 
highest prices of extended duration in 
the history of the coal industry. 

It was assumed that the book value 
of the capital stock, plus earned surplus, 
would be a reasonable measure of the 
amounts invested by the various com- 
panies. Earnings data were developed 
for each mine. The earnings figure 
used was net operating income after 
taxes, except State income taxes, and 
included income from such normal 
activities as company operated stores. 
Earning rates on the amounts invested 
were computed for individual companies 
and averaged. Also an earning rate was 
computed using the aggregate figures of 
investment value and earnings. 

The average of all individual com- 
pany earning rates was 7.70 per cent of 
investment. The earning rate computed 
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from the totals was 5.58 per cent, 
Several small properties showed unusu- 
ally high earning rates, and a number of 
the larger producers had very low rates 
of return. One large company which 
reported an investment of a little over 
$13,000,000 (approximately one-fourth 
of the aggregate) had an earning rate of 
very close to three per cent. These facts 
led to the adoption of seven per cent 
as a reasonable average earning rate for 
railroad mining properties in the state, 
To develop a yardstick of value, an 
approximation of what an informed 
prospective purchaser might be willing 
to pay for mining property was sought, 
Certainly he might reasonably expect to 
recover investment during the life of 
the mine, making appropriate allowance 
for salvage, and to earn a return of 
seven per cent on the amount invested 
while it was being recovered. Since the 
investment and a reasonable rate of re- 
turn had been determined, the remain- 
ing requirements for developing this 
yardstick of value were to determine the 
life and salvage value of each mine. 
The prediction of the life of a coal 
mine is uncertain because nature has 
played tricks which sometimes result in 
coal not being where it is expected, 
Maps, of course, are essential for mak- 
ing any approximation of the life of a 
mine. Though it is generally true that 
most coal mining operations have 
rather comprehensive maps of the coal 
lands owned and leased, these maps were 
hard to acquire for the assessment 
study. ‘Taxpayers seemed afraid to re 
veal them. At this stage the Depart 
ment of Revenue was of the opinion 
that any systematic approach would re- 
sult in very substantial increases in coal 
mine assessments generally. For these 
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reasons, and in the interest of keeping 
increases in assessments conservative, a 
ten-year life for all mines was assumed. 
This assumption was made in the ab- 
sence of a showing by the taxpayer that 
the coal reserve of a particular operation 
would be exhausted before the expira- 
tion of ten years. In the case of such a 
showing, the assumed life was shortened 
to an estimated actual life representing 
the best judgment based upon the re- 
serve data presented. 

The salvage value of the equipment 
of a mining operation was, in the ab- 
sence of a showing to the contrary, 
taken at twenty-five per cent of the 
undepreciated balance as shown in the 
1947 income tax return. The twenty~ 
five per cent salvage value was not a 
purely arbitrary assumption. It was 
used because about half of the cost of 
the physical plant of an average mine is 
in fixed structures, tramroads, access 
openings, and the like, from which no 
salvage is feasible. If the fifty per cent 
residue that is potentially salvageable is 
depreciated at standard rates for ten 
years it will usually be approximately 


halved. 

Using a life of ten years, or less if 
proven, the anticipated future earnings 
were computed as seven per cent a year 
on the capital stock plus surplus. This 
ten-year anticipated earnings figure was 
then reduced to present worth by 
Hoskold’s formula,’ using seven per cent 


1In his book “ The Engineer’s Valuing Assistant,” 
published in 1877, H. D. Hoskold, an English 
engineer, noted the wasting and irreplaceable character 
of natural resource enterprise. He pointed out the 
sconomic necessity for a means of replacing capital 
80 invested so that it will be “ restored” when the 
fesource is exhausted, in addition to the necessity 
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for earning return rate and three per 
cent for sinking fund rate. A salvage 
value of twenty-five per cent of the un- 
depreciated balance of equipment was 
added to the result. The total was the 
basic value. 

The basic valuation admittedly was 
conservative and quite different from 
current sales values of less specialized 
properties. In general, however, it was 
relatively higher than assessments of 
other property made locally. The basic 
value was reduced by an equalization 
factor deemed to bring it in line with 
other assessments, and the final value 
was recommended to the county tax 
commissioner as the proper assessment 
for 1948. 

For those railroad mines for which 
comparable data were not available, 
recommended assessments were deter- 
mined by comparisons of production, 
by personal visits, and on the basis of 
reputation. 





for ordinary dividends. He suggested that “ prin- 
cipal” be replaced by setting aside annually from 
income a sum which will, if reinvested in “ safe” 
securities such as public obligation bonds, with 
interest compounded, “ replace” the “capital”. by 
the time the property is exhausted. 

He proposed the following formula as a means of 
integrating the economic elements incidental to de- 
velopment of natural resources: 

Let P =present value of $1 of annuity or 

income such as a dividend; 

7: = interest rate on capital redemption, 
e.g, funds invested in “ safe” 
securities to repay investors 
when mine is exhausted; 

To = interest rate of annuity or dividend; 

m = period of annuity payments (years 
of life of the mine) 


1 





Let 
(li+n)"* —1 


Henry Davis Hoskold, The Engineer's Valuing 
Assistant (London: Longmans, Green and Co., 1877). 
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TABLE 1 . 
DIsTRIBUTION oF ASSESSMENTS IN PrincipaL Coat Counties, 1947 anp 1948 











Tons in Number Number 








Total Assessments No. Mining 
County 1947 1948 Companies ss a Raised Reduced 

ee $ 8,955,351 $ 9,780,770 40 8,470 10 2 
BE Sikes: oc aee 1,388,069 1,608,879 18 2,495 10 1 
Harlan ........ 13,664,804 14,448,051 45 11,405 6 4 
Es cntinnkin 3 3,866,475 31 5,895 8 9 
Letcher ....... 3,994,712 3,619,489 13 (est.) 4,125 4 2 
WOO eiece ects 2 1 4,092,612 25 5,433 16 1 
Muhlenberg ... 1,576,387 2,463,756 17 5,175 12 5 
Hopkins ....... 2,777,062 3,576,739 31 9,657 20 pe 

$38,463,809 $43,456,771 220 52,655 86 25 





When these assessments were being 
determined, the 1946 and 1947 heyday 
for truck mines was waning. Many 
truck mines closed in 1948. This at 
least partially explains why no effort 
was made by the Department to deter- 
mine an assessment value for them. 
Those that continue as mines of any 
significance can and should be valued 
by the same criteria that are applicable 
to railroad mines. 

Generally, the recommended values 
were accepted by the local officials and 
by the mine owners. Some owners ap- 
pealed to the Kentucky Tax Commis- 
sion and hearings were held. In in- 
stances, adjustments were made when 
facts respecting the life of the mine, the 
quality of the coal, and other informa- 
tion affecting value were made known. 
All assessments became final without 
litigation. The assessments thus deter- 
mined can properly stand for several 
years, until either general economic 
conditions or conditions particular to 
the coal industry change, or until the 
prospects of a particular mine are 
altered. 

A comparison of the 1948 assess- 
ments with those for prior years in- 
dicated that earlier assessments were 
usually somewhat low. However, in 


many instances the preceding valuations 
were found to be high. The range of 
the changes between the 1947 assess 
ment which was made locally, and the 
1948 assessment, which was made more 
systematically, was from an increase of 
270 per cent for a mine in Floyd 
County, to a decrease of fifty-five per 
cent for a mine in Perry County. Table 
1 shows the distribution of the assess- 
ments in the principal coal counties for 
1947 and for 1948. 

While the study of valuation of coal 
mines resulted in an increase in assess 
ment, the greatest benefit appears to be 
in the determination of the facts and 
the establishment of a basis for uni- 
formity and equalization. 

Though a prospective purchaser 
might not be conscious of going through 
most of the motions adopted by the 
Department of Revenue in assessing 4 
coal mine, the approach is essentially 
the same. As indicated, it seemed 
make sense to most taxpayers. There is, 
in fact, nothing novel about it. The 
significance of the results, if the basi¢ 
assumptions are accepted, can be undef 
stood by anyone with the knowledge of 
business principles. It is essentially the 
same technique as that used in evaluat- 
ing the coal property in New Mexico 
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for tax purposes a number of years ago. 
In fact, almost identical methodology 
has been used by the foremost mining 
engineers and economists for decades. 
Perhaps the greatest usefulness for the 
approach is not in the realm of tax- 
ation. The approach provides a factual 
basis necessary to determine the risk rate 
of money against the vagaries of nature 
and the uncertainties of the economic 
cycle. 


Treatment of Undeveloped Coal Land 


In Kentucky, large areas of coal land 
are not owned or leased by any mining 
company. They are held frequently by 
what are called “land companies.” 
There is often great variation in the 
character of the coal in these lands. 
Some areas thought to contain a good 
grade of coal of sufficient thickness for 
profitable mining are so remote from 
transportation as to be of little im- 
portance in the predictable future. 
Others, it is contemplated, may be open 
for production soon. The assessment of 
the coal in these lands is still made 
locally in Kentucky, and differences in 
assessed valuation existing between 
counties and sometimes within counties 
are inexplainable. How to appraise these 
potential values has not been de- 
termined. Rights to underlying coal 
are sometimes sold, but isolated sales are 
little more than suggestive of values. 
Undoubtedly, a sound solution for the 
ad valorem taxation of such coal must 
wait further exploration and mapping. 
The United States Bureau of Mines is 
currently engaged in an exploration and 
Mapping program in Letcher County, 
Kentucky. It is anticipated that five 
years will be required to complete the 
study of this one county. 
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It is contended with good reason that 
ad valorem taxation is not appropriately 
applied to mineral resources because it 
constitutes an unreasonable increase in 
the cost of carrying large idle acreages. 
If all coal were taxed on a production 
basis rather than ad valorem, this 
question, as well as the difficult problem 
of assessment generally, would be 
answered. However, the Kentucky 
Constitution requires that an ad valorem 
tax be imposed. A suggestion to apply 
a severance tax to coal would un- 
doubtedly meet with serious opposition 
from the mining industry in Kentucky. 
Some analysts believe that the financial 
effect on the industry of reasonably low 
severance exactions would give little 
basis for such opposition. Most agree, 
however, that for either psychological or 
other economic reasons a production tax 
would affect Kentucky’s coal mining 
adversely, and it is therefore doubtful if 
the ad valorem method will be 
abandoned. 

Perhaps the most important finding 
resulting from the work of the Ken- 
tucky Department of Revenue in the 
assessment of coal mining properties was 
that during the ten most prosperous 
years of the industry the mines earned 
after taxes an average of only 7.7 per 
cent on capital stock plus earned sur- 
plus. This was after providing for the 
recovery of capital in not more than ten 
years which, of course, is conservative. 

It has long been an accepted truism, 
taking into consideration the risky 
character of the mining business, that 
eight to twelve per cent or a greater rate 
of return in addition to the require- 
ments for the recovery of capital is the 
minimum consistent with sound mining 
finances. An appalling number of the 
operations, particularly among the larger 
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producers, averaged earnings of less than 
five per cent. Many important pro- 
ducers actually lost money. It seems 
highly probable, based on the informa- 
tion studied, that the number showing 
losses would have been much greater 
but for the repeal of the excess profits 
tax and abandonment of price controls 
soon after the end of World War II. 
When it is remembered that these rates 
of return occurred during the profitable 
period that followed the most financially 
calamitous years in American industrial 
history, in which the coal industry was 
among the worst sufferers, it can only be 
concluded that the coal mining industry 
in Kentucky is not in a financially 
desirable condition. The plight of 
Kentucky mines is not unique. Indeed, 
the industry generally seems to be in a 
bad way.” 


2 For support of this conclusion see Roy E. Dean, 
“Financing Bituminous Coal,” Coal Age, 54 
(January, 1949), pp. 79-83. 


Conclusion 

To summarize, the assessments of 
operating coal properties in Kentucky 
were found to be about as good as other 
local assessments. The study of the 
financial reports of the various com- 
panies has resulted in an adjustment of 
the assessments with an increase averag- 
ing about thirteen per cent on the 
properties studied. This thirteen per 
cent reflects an effort to increase the 
assessment of coal properties to about 
the State average assessment ratio for all 
property. While the method used in 
this assessment of coal properties is ad- 
mittedly crude, it does serve as some 
basis for equalization. The financial 
analysis of the coal mining industry in 
Kentucky also revealed interesting and 
important information not directly re- 
lated to taxation. 
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RECENT TRENDS IN PROPERTY TAX 
EQUALIZATION 


EUGENE A. MYERS* and RANDALL S$, STOUTT 


INCE 1940 there has been renewed 

emphasis on property tax equalization, 
despite the fact that about one-third of the 
states have abandoned the property tax as a 
source of state revenue. This interest in 
equalization is accounted for by a number 
of reasons. Taxation of property continues 
to be the backbone of local finances. Uni- 
form or equalized assessments are necessary 
to achieve tax equality among various tax- 
ing districts and various classes of property, 
to make possible the equitable distribution 
of state grants when the distribution for- 
mula involves assessed values, and to make 
tax levy and debt limitations based on 
assessed values effective. The interest of the 
states in uniform assessments reflects the 
growing integration of state and local fiscal 
systems. Finally, the increases that are tak- 
ing place in tax burdens make the need for 
tax equality all the more apparent. 

During the past five years a number of 
states have enacted legislation destined to 
have far-reaching effects upon property 
assessments. This article relates to develop- 
ments in Illinois, Pennsylvania, California, 
Utah, Minnesota, New York, Iowa, 
Colorado, Ohio, Nebraska, and Kansas. 
Illinois 

In 1945 Illinois enacted a “ full value 
assessment program.” ‘This legislation 
amended the Revenue Act of 1939 and was 
intended in the main to strengthen the legal 
requirement of “full valuation” of 


property. The several provisions of the 
1945 law were: 


* Assistant Professor of Economics, the Pennsyl- 
Vania State College. 

T Associate Professor of Economics, the Pennsyl- 
Vania State College. 


(1) The Department of Revenue, which 
is the equalizing agency, shall annually 
lower or raise the total assessed value of 
property in any county so that such 
property shall be assessed at its “full, fair 
cash value.” 

(2) The Department shall be guided in 
its attempts to equalize property assessments 
by property transfers, appraisals, and other 
means which will aid in determining pre- 
vailing market values. 

(3) The Department shall determine the 
relationship of the value of locally assessed 
property to the estimated full fair cash value 
of such property. The resulting assessment 
ratios are to provide factors by which aggre- 
gate county valuations may be multiplied 
so that the average assessment levels in all 
cases will be equivalent to “ full, fair cash 
value.” } 


(4) The statutory mill rates were re- 
duced by 50 per cent for the five year 
period 1946 to 1951; this proviso was in- 
cluded in the amendment because the law- 
makers recognized that if the statutory rate 
were unchanged while at the same time the 
assessments were increased to market values, 
an undue hardship would be borne by the 
taxpayers. 

It is significant that the equalized valu- 
ations are to be used as the basis for local 


1See Illinois Revenue Act of 1939, as amended, 
Sections 146, 151, 162, and 162a. See also: Illinois 
State’s Attorneys Assn., The Full-Value Assessment 
Program, February 25, 1946. 

Important court cases dealing with the Act are: 
People ex rel. Ingram v. Wasson Coal Co. 403 Ill. 
30; State of Ill. vs. John E, Sullivan, Liquidating 
Trustee, et al., U. S$. Court of Appeals, Seventh 
Circuit, Oct. Term, 1948 (June 16, 1949); People 
ex rel. Robert Isbell v. Will M. Albert, Ill. Sup. Ct. 
May 19, 1949. 
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taxation, and not merely as a more accurate 
means of measuring certain state subsidies, 
etc. For example, the Act states: “ After 
the Department has equalized assessments, 
it shall certify to the county clerks the per- 
centage finally determined by it to be added 
to or deducted from the assessed valuation 
of property as returned by the county 
clerks. The clerks shall extend the taxes for 
all purposes on the respective amounts so 
certified.” 


The full-value assessment program offers 
a means whereby restrictions upon local 
taxing powers can be made uniform in ap- 
plication, in the sense that any given maxi- 
mum rate of taxation will mean the same 
thing in one county as in another, in terms 
of the full, fair cash value of property, ir- 
respective of any divergence in original as- 
sessment levels. Although the Department 
of Revenue has the power to order reassess- 
ments, it does not have power to directly 
review or revise any individual assessment 
made by local assessment officers. 

Enactment of the full-value program has 
made profound changes in the structure of 
the Illinois property tax. By no means all 
the problems of fractional assessment have 
been solved, particularly those stemming 
from the prevailing lack of uniformity in 
assessments within the counties. But, many 
of the most serious defects of intercounty 
differences in assessment policy have been 
cleared up. The discrimination in relative 
tax burdens imposed upon state and locally 
assessed properties has been effectively ended 
and arbitrariness in the distribution of taxes 
for overlapping or “ county-fringe” gov- 
ernments has been greatly alleviated. Per- 
haps an even more important accomplish- 
ment has been the rationalization of legal 
tax-rate and debt limitations; no longer will 
their real size depend upon the vagaries of 
valuation practice that are followed in a 
multitude of virtually autonomous assess- 
ment jurisdictions.” 


2See Illinois State’s Attorneys Association, The 
Full-Value Assessment Program, February 25, 1946, 
p. 18. 
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Pennsylvania 


In 1947 Pennsylvania enacted legislation 
concerning property tax assessments.* This 
legislation is unique in the State’s history, 
since Pennsylvania has adhered strictly to 
the doctrine of separation of revenue sources, 
and has not used the real property tax for 
state purposes. Primarily because of this 
practice, Pennsylvania is one of the few 
states in the United States which has not 
provided for state supervision or equaliza. 
tion of property tax assessments. In the 
1947 legislation, however, the General 
Assembly created a State Tax Equalization 
Board whose principal function is limited 
to the determination of the market values 
of real properties in all school districts. Ac. 
cording to the Act, the Board must certify 
and report to the Superintendent of Public 
Instruction the market values and the assess- 
ment ratios of all real properties in each 
school district each year. ‘The purpose of 
this procedure is to determine the market 
value of taxable real properties in the school 
districts in order to base the state school 
subsidies on full values of real properties 
instead of on the debased values which have 
long prevailed throughout the entire State. 
The Board has reported that during 1948 
it ascertained the market values of some 
300,000 pieces of real estate as its sample in 
determining the market value of all 
properties. Although the Board’s power is 
limited to dealings with school districts, 
there is some speculation as to whether such 
powers will eventually be extended to 
municipalities other than school districts. 


California 

In California the State Board of Equali- 
zation has for many years served as the 
equalizing agency for property assessments. 
The Assembly in 1949 enacted legislation 
which had two principal objectives: * (1) 


3 Act No. 447 (1947) P. L. 1046. 


4 California Laws, Chap. 1466, 1949. See also: 
California State Board of Equalization, Memorandum, 
dated June 9, 1949. Materials in this section aft 
based primarily upon the memorandum. 
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to improve the equalization of property 
taxes between state assessed and locally as- 
sessed properties, and also between properties 
that are located in different counties and 
are taxed for the support of districts that 
extend into more than one county; and (2) 
to provide a sound basis for the allocation of 
state funds which are distributed according 
to formulas involving assessed valuations of 
local districts. The new legislation is to go 
into effect September 2, 1950. 

An important function of the State Board 
of Equalization is to determine the ratio of 
assessed value to market value of taxable 
property for each county. The ratio is to 
be based on valuations made by county 
assessors, sales data, and appraisal data. In 
using sales and appraisal data the Board is 
instructed to make certain that a sufficient 
number of parcels of locally assessed 
property have been included to constitute 
an adequate cross-section of the taxable 
wealth within the county. The Board is 
directed also to determine the average ratio 
of assessed value to market value of locally 
assessed property for the state as a whole. 
This “state-wide average” ratio is to be 
based on the data gathered for the several 
counties. 


The state-wide average ratio is to form 
the basis for adjusting assessments in 
counties where the county ratios of assessed 
to market values differ from the state-wide 
average. In case the variation between the 
county ratio and the state-wide average ratio 
is less than 10 per cent of the latter, no ad- 
justment of county assessments is to be 
made. If, however, the variation between 
the county ratio and the state-wide ratio is 
more than 10 per cent, the Board is em- 
powered to adjust the local assessments to 
make the county ratio correspond to the 
state-wide average ratio, although it is not 
required to do so. The provision for a 10 
per cent tolerance was undoubtedly intended 
to take into account the minor differences 
in assessment ratios that are inevitable when 
assessors operate independently. 


In any event, the state-wide average re- 
mains unaffected even though the adjusted 
assessments may be used for local tax pur- 
poses and in allocating state funds. Clearly, 
the purpose of keeping the state-wide aver- 
age constant is to avoid the confusion that 
would result from revising it to conform to 
such minor changes as might be required if 
each local adjustment were to be reflected 
in it. 

The state-wide average ratio and county 
ratios of assessed to market values are to be 
used for several important purposes. 

First, the Board’s state assessments of 
railroads and certain public utilities, after 
being allocated among the various counties, 
are to be adjusted so that their ratios to 
market value will conform to the respective 
county assessment ratios. 

Second, where a taxing district is located 
in two or more counties, the amount of 
district tax to be raised is to be apportioned 
among the counties in proportion to the 
market values of district property located 
in them, these market values to be com- 
puted from the assessments and the re- 
spective county assessment ratios. 

Third, in the allocation of state subsidies 
of which the allocation formulas involve 
assessed values, if the county ratio differs by 
more than 10 per cent from the state-wide 
average ratio, the assessed values used in the 
allocation formula must be adjusted by add- 
ing or subtracting the amount required to 
make the county assessment ratio equal to 
the state-wide average ratio. No assessed 
values of individual parcels of property are 
to be changed in this adjustment. 

Fourth, whenever the law establishes a 
maximum district tax rate, this shall be sub- 
ject to adjustment upward or downward by 
the same percentage by which the assess- 
ment is changed in connection with the 
allocation of state subsidies, which was dis- 
cussed in the previous paragraph. The pur- 
pose of this action is to make the rate 
limitations operate equitably throughout the 
state regardless of variations in assessment 
ratios. 
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Utah 


Although the Utah Tax Commission 
carried on a program of reassessment dur- 
ing the period 1932 to 1942, another pro- 
gram with some new provisions is now in 
progress.© Since the end of the War the 
equalization of property values has become 
of greater importance because rapid in- 
dustrial development has brought about 
changes in land use. Changes in the general 
price level are another factor making the 
reassessment necessary. The need for a 
complete program of equalization in Utah is 
reinforced by the fact that in 1947 the 
Legislature set up a minimum public school 
program which is to derive 75 per cent of 
its revenues from property taxes. 

In 1947 two important laws were enacted 
dealing with property tax assessments and 
equalization. Prior to 1947 the law re- 
quired the assessment of all property at its 
“full cash value;” the new law provides 
for valuation at 40 per cent of “ reasonable 
fair cash value.” The law did not define 
the term “ reasonable fair cash value,” and 
the Tax Commission concluded it did not 
mean the low values of depression periods 
or high values of inflationary periods. After 
careful consideration, the Commission de- 
cided to appraise buildings on the basis of 
1940 construction costs, and to relate the 
values of all other classes of property as 
nearly as possible to this valuation basis. 
To insure the 40 per cent assessment ratio 
the Tax Commission was directed to make 
an annual investigation of property valu- 
ations in each county, and to increase or 
decrease valuations to achieve the 40 per 
cent ratio. Another phase of the 1947 
property tax legislation relates to the assess- 
ment of metal mines. The Act provides 
that “all metalliferous mines and mining 
claims, both placer and rock in place, shall 
be assessed at $5 per acre and in addition 


5 See: Utah State Tax Commission, Ninth Biennial 
Report, 1947-48, pp. 31ff. Also, R. E. Hammond, 
“Progress of Reappraisal in Utah,” Proceedings of 
the National Tax Association, 1948, pp. 165ff. 
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thereto at a value equal to two times the 
average net annual proceeds thereof for the 
three calendar years next preceding or for 
as many years or fractions thereof next pre. 
ceding as the mine has been operating, 
whichever is less.” ® This provision is con. 
sidered important because the averaging of 
net proceeds over a period of three year 
will have a tendency to stabilize the assessed 
valuation of mines and eliminate violent 
fluctuations in net-proceeds valuations dur. 
ing periods of limited mining activity. 


Minnesota 


Although the State of Minnesota has had 
central assessment and supervision of assess- 
ments on the State level for many years, it 
was not until 1947 that the Legislature 
provided for centralized assessments at the 
county level. The new Act™ provides that 
the county commissioners may appoint 
either a county supervisor or a county 
assessor, subject to confirmation by the Tax 
Commissioner. Appointees to these offices 
must be selected on the basis of their 
knowledge and training in the field of 
property taxation. The county com 
missioners have authority to fix salaries of 
the new officers and their assistants. 

The county supervisors of assessments are 
given by law the following powers and 
duties: 


(1) To serve as advisors to local and 
county boards of review; 

(2) To act as instructors of local asses- 
sors, and maintain appropriate tax 
maps and other materials for 
guidance of local assessors; 

(3) To attend meetings of the State Tax 
Commissioner and act as liaison 
officers between the local assessment 
officers and the Tax Commissionefs. 


The duties of the county supervisor of a& 
sessments are thus largely advisory; at n0 


6 Chapter 106, Laws of Utah, 1947. 


7 Chapter 531. Laws of Minnesota, 1947. Se 
also: Minnesota State Department of Taxation, 
Biennial Report, 1947-48, Vol. I and II. 
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point is he given the power to determine 
the value of real and personal property for 
assessment purposes. 

The county assessors are empowered to 
perform, all duties prescribed for county 
supervisors of assessments and in addition 
are assigned certain other powers and duties, 
the more important of which are: 


(1) To determine the value of all 
property subject to taxation, upon 
the basis of appraisals of the local 
assessors ; 

(2) To determine the value of properties 
difficult for the local assessors to 
appraise; 

(3) To prepare all tax maps, charts, 
forms, etc., as prescribed by the Tax 
Commissioner; 

(4) To carry out all other regular func- 
tions relating to the assessment 
process; : 

(5) To perform all book work in con- 
nection with assessment procedure. 


Thirty-eight of Minnesota’s eighty-seven 
counties elected to employ a county assessor. 

It is widely believed in Minnesota that the 
county supervisors and county assessors have 
materially improved the assessment of real 
and personal properties. Under present law 
these officers also occupy a very important 
position in the state equalization process. 
The Tax Commissioner has outlined the 
procedure as follows: 


In 1948 ... a new procedure was in- 
troduced whereby county assessors and/or 
county supervisors of assessments were re- 
quired to attend meetings of the State 
Board of Equalization. This was accom- 
plished by dividing the State into thirteen 
regions and having the county assessors or 
supervisors from the counties in each of 
the regions attend a full day session of the 
State Board of Equalization. At these 
meetings real and personal property classes 
were compared by township and city and 
village and differences between the coun- 
ties present were analyzed and studied. 
The standards of assessments used in each 
of the counties present were compared 
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and discussed and orders of the State 
Board of Equalization for the purpose of 
securing uniformity between counties 
were drafted. The reports and comments 
made by the various county assessors and 
supervisors of assessments greatly facili- 
tated the work of the State Board and 
helped immeasurably in securing a greater 
uniformity of values throughout the 
State. This procedure will become a per- 
manent part of the proceedings of the 
State Board of Equalization not only be- 
cause of its value in securing greater uni- 
formity but also because meetings 
proved to be very helpful to the county 
assessors and supervisors of assessments.® 


New York 


In 1949 the Legislature of New York 
created a temporary State Board of Equali- 
zation and Assessment ® and assigned to it 
certain functions and powers formerly pos- 
sessed by the Tax Commission, the State 
Board of Equalization, and the Department 
of Taxation and Finance. These powers per- 
tain to assessment and taxation of real 
estate, including the determination of rates 
of equalization and the hearing of appeals 
from county boards of supervisors. Some 
of the more important reasons for making 


the transfer of functions necessary appear 
to have been: 


(1) The Tax Commission had neither the 
resources nor the personnel to carry 
out the equalization function in the 
short time required by existing con- 
ditions. 

(2) It was believed that the functions of 
establishing rates of equalization, 
and the other duties in relation to 
local assessment and taxation of real 
estate were no longer proper func- 
tions of the State Tax Commission, 
the Board of Equalization, or the 


Department of ‘Taxation and 
Finance. 
8 Minnesota State Department of Taxation, 


Biennial Report, 1947-48, Vol. Il; Proceedings of the 
State Board of Equalization, p. 191ff. 


® Chapter 346, Laws of New York, 1949. 
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(3) The unusual and abnormal changes 
in the value of real estate neces- 
sitated an immediate and full re- 
view and revision throughout the 
State of rates of equalization, the 
review and revision to be accom- 
plished in an abnormally short 
period of time, inasmuch as state 
aids and constitutional tax limits 
are affected by such changes in 
property values. 


The Temporary State Board of Equalization 
consists of three members appointed by the 
Governor for a period ending April 1, 1952. 
The law specifies that one member must also 
be a member of the Tax Commission. The 
Temporary Board is directed to study and 
recommend to the Legislature a plan for the 
permanent assignment of functions and 
powers relating to equalization and assess- 
ment of real property. 


lowa 


In 1947 Iowa introduced a new program 
of property tax assessment and equalization 
which is characterized by centralization of 
these functions at the county level. This 
measure !” abolished the offices of town and 
township assessors and township, county, 
and city boards of review as provided under 
the old law; it created a new office of county 
assessor attached to the office of the county 
auditor; and it set up new county boards of 
review. Any city having a population of 
10,000 or more may by ordinance provide 
for a separate city assessor and a city board 
of review in which case the city is not sub- 
ject to the county assessor or county board 
of review. Under the 1947 Act, the assessor 
was appointed by the county auditor after 
being qualified by an examination given by 
the State Tax Commission. This provision 
was changed by an amendment in 1949,11 
which made the office of the county assessor 
an independent one and provided for his 
appointment by a county conference 


10 Jowa Laws, 1947, ch. 240. 
11 Towa Laws, 1949, ch. 198. 
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board }* after qualification by examination, 
The conference board also appoints a county 
board of review, consisting of from three to 
five members. The board of review is to 
include at least one farmer, one registered 
real estate broker, and at least one person 
experienced in the building and construction 
field. No two members of the board of re 
view shall be citizens of the same town or 
township and not more than two members 
shall be of the same profession or occu- 
pation. The powers of the State Tax Com- 
mission with respect to supervision and 
equalization were not altered. The im- 
portant change made by the Act was the 
transfer of the duty of making assessments 
from a very large number of township as- 
sessors and boards of review to a more cen- 
tralized county system subject to super- 
vision by the State. The legislation resulted 
from a recommendation by a special tax 
study committee, assisted by the Brookings 
Institution.!* 


The Tax Commission has reported that 
the first two years of operation under the 
new Act were highly successful, especially 
in achieving uniformity of assessments.’ 
For example, the Commission noted the im- 
provement in the assessment of personal 
property. It estimates that the assessed 
valuation of all properties in the State will 
increase by 20 per cent, primarily as a re- 
sult of the achievement of uniformity in 


12 The county conference board consists of the 
county board of supervisors, mayors of all incor- 
porated towns and cities in the county whose 
property is assessed by the county assessor, and the 
members of the county board of education. Each 
of these three groups shall have a single vote in 
selecting the assessors and boards of review. The 
conference board fixes the budget for the assessor’s 
office and employees of the office are subject to ap- 
proval of the conference. In the case of the 20 cities 
and towns, the same procedure is followed in the 
selection of city boards of review and city assessors. 


13 State of Iowa, Report of the Committee on 
Postwar Taxation, 1946. 


14 Towa State Tax Commission, Special Memoran- 
dum, Oct. 27, 1949. 
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assessment practices.1° The Commission 
believes that Iowa has probably gone farther 
than most other states in providing for uni- 
formity of assessments. The operation of 
an effective local budget law is expected to 
prevent undue tax burdens which might 
otherwise result from the increase in the 
assessed valuations. 


The importance of uniformity of assess- 
ments and equalization in lowa may be seen 
from the fact that the State has large 
amounts of state aids, the epportionment of 
which is based in some degree upon assessed 
valuations of real and personal properties. 
Examples of these aids are the agricultural 
land tax credit system, school and highway 
aids, homestead credits, and military service 
tax credits. Without proper equalization, 
the system of state aids would soon become 
unworkable. : 


Colorado 


In 1947 the Colorado Tax Commission 
started a state-wide reassessment in order to 
achieve equalization.*® As a basic part of 
the program the Commission set forth three 
requirements for the appraisals: 


(1) The use of standard forms through- 
out every assessment jurisdiction; 

(2) The use of a uniform property 
classification system; 

(3) The use of standardized procedures 
in conducting appraisals. 


The Commission has paid special attention 
to the reassessment of farm lands, believing 
that productivity is the basic element in 
determining the value of such lands. In 
appraising them the Commission made use 
of the Soil Conservation Service land- 
capability classes, as well as statistics of 
farm income developed by various agencies. 


15 The Iowa law provides for the assessment of 
Property at 60 per cent of actual value. 


16 See L. D. Daily, “The Colorado Reappraisal,” 
Proceedings of the National Tax Association, 1948, 
Pp. 160. 
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Ohio 


The Ohio Legislature at the 1949 session 
moved to make property tax equalization 
more effective by requiring the county 
auditors to adjust their assessed valuations 
in conformity with those determined by the 
State Board of Tax Appeals, within a period 
of ninety days. Upon failure of the county 
auditor to make the required adjustments in 
assessments, the state auditor is directed to 
withhold from the county or taxing district 
fifty per cent of its share of state funds 
distributed for poor relief and school sub- 
sidies. Certain other powers and duties are 
conferred upon the Board of Tax Appeals 
with respect to supervision of local assess- 
ments of real properties under the terms of 
the Act.?? 


Nebraska 


Legislation enacted in 1947 made certain 
changes in equalization procedures in Neb- 
raska. Under the new law the county board 
of equalization is permitted fifty days for 
review and equalization of assessments, in- 
stead of twenty days; furthermore, the 
county board has continuing jurisdiction 
throughout the year to equalize assessments. 
Under prior law, the county board lost 
jurisdiction on July 10th until the next 
annual equalization period. The 1947 legis- 
lation also provided for special field repre- 
sentatives, under jurisdiction of the Tax 
Commissioner, to act as special assistants to 
the county assessors. On the local level, 
the 1947 legislation abolished the office of 
local precinct assessor and made the county 
assessor the responsible assessing officer.1® 


Kansas 


During the past two years Kansas has 
passed important legislation designed to 


17 Ohio Legislature, Amended House Bill No. 644, 
Approved July 25, 1949. 

18 See National Assn. Assessing Officers, “ Assess- 
ment Administration: 1947” Proceedings Thirteenth 
National Conference, Miami Beach, Fla., 1947. 
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achieve greater uniformity in assessments. 
The Legislature has provided that the State 
Commission of Revenue and Taxation shall 
make use of sales ratio data in computing 
ratios of assessed values to true market 
values.1® The Act provides that the register 
of deeds in each county shall furnish the 
Commission with data concerning sales 
prices of real estate over the period January 
1, 1933, to July 1, 1949, and monthly 
thereafter. From the data the Commission 
is required to compute the ratios of assessed 
values to sales values for each county and 
then for the entire State. The importance 
of this legislation in relation to the distribu- 
tion of state subsidies is evidenced by the 
fact that Chapter 403 of the 1949 laws re- 
quires the State Department of Social Wel- 
fare to use the ratios so ascertained in mak- 
ing adjustments in the amounts of state 
funds which certain distressed counties may 
be entitled to. The second piece of legis- 
lation affecting uniformity of assessments 
was designed to improve assessments at the 
local level by requiring the county assessors 
to make use of certain recognized “ tools ” 
such as tax maps, sales data, standard de- 
preciation tables, etc.2° These two Acts 


should provide the Commission and the local - 


assessors with the statistical materials which 
are necessary for uniform assessments. The 


19 Senate Bill No. 164, 1949. Laws of Kansas, 
Chap. 224. 


20 Laws of Kansas, 1947, Chap. 474. 

See also: University of Kansas, Bureau Business 
Research, The Quality of Property Tax Assessment 
in Kansas, by J. D. Morgan, Feb. 1949. 


absence of these data in the past has made it 
almost impossible for the Commission to use 
its powers of equalization effectively. In 
some respects the Kansas legislation jg 
similar to the Pennsylvania Act of 1947, 
especially with respect to the use of sales 
ratio data. 


Summary 


In summary, the increasing demands 
upon the property tax as a major source of 
revenue in some states for state purposes and 
in municipalities for local purposes have 
placed additional emphasis upon the equali- 
zation function. The fact that state sub- 
sidies, which in many cases are based on 
assessed valuations, have increased to record 
levels in the past five years has been one of 
the’ primary reasons for this interest in 
equalization. The recent changes in the 
equalization process in some states will un- 
doubtedly tend toward strengthening the 
property tax, and will assist in removing in- 
equalities which have long plagued it. Two 
trends appear in connection with the recent 
changes discussed above. First, the emphasis 
upon the equalization process is being re- 
flected in an improvement in the quality of 
local assessments. In practice this results 
from placing more emphasis upon the local 
assessment and the methods and tools used in 
making it. While equalization is no sub- 
stitute for good local assessments, it can do 
much to encourage improved local assess 
ments. There is, moreover, a_ tendency 
toward increased state interest in and supet- 
vision over the local assessments. 
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BOOK REVIEWS 


Federal Tax Reform. By Henry C. 
Smons. Chicago: The University of 
Chicago Press, 1950. Pp. x + 161. 
$3.50. 


That this all-too-brief tract, written in 
1943 and 1944 and now published posthu- 
mously, still retains its vigor and pertinence 
virtually undiminished is testimony at once 
to the soundness of the position that it takes 
and to the slowness with which improve- 
ment takes place in our tax laws. To those 
already acquainted with Simons’ views on 
taxation, reading of them again in a new 
version of his incisive and vigorous expres- 
sion is a treat not to be missed; and to any 
who pretend to any principled interest in 
taxation and are not already acquainted 
with Simons’ views, this book is required 
reading. 

Simons’ proposals are based squarely on 
his libertarian philosophy (to use a term the 
coinage of which has been forced by the 
debasement that the term “liberal” has 
suffered). His ideal is an economy in which 
full employment and maximum production 
are secured by free, competitive trade under 
a responsible, decentralized government. 
Full employment produced by complete 
authoritarian control is repugnant per se, 
and he scouts the possibility of success with 
a system half decentralized and half 
authoritarian. In line with this decentralist 
position, he scores hidden and indirect taxes 
of all kinds and calls for concentration on 
direct taxes such as the income tax as a 
means of bringing home to individuals the 
cost of the government services for which 
they clamor, dispelling the something-for- 
nothing delusion, and checking the trend 
towards what he regards as excessive and 
dangerous concentration of government 
controls. On the other hand the effective 
Progression of the tax system should be 
sufficient to prevent, or at least inhibit, the 
undue concentration of power in the hands 
of wealthy individuals. 


The bulk of the present book, however, 
has to do with a related set of problems 
under the income tax, namely, the capital 
gains-depreciation-corporation income-reali- 
zation complex. Simons’ remedy for the 
complexity, arbitrariness, and inequity of 
our tax laws in this area (then and still) is 
drastic, but fundamentally simple and al- 
most inescapably logical: by providing that 
all capital gains should be fully taxed and 
all losses made effectively deductible he 
would insure that all monetary gains to the 
individual, of whatever nature, are sooner 
or later subjected to the full impact of the 
income tax. Part and parcel of this pro- 
posal, of course, is the inclusion in income, 
at the time of gift or testamentary transfer 
of any property, of any gain in value that 
has not previously passed through the in- 
come tax toll-gate. The one major ex- 
ception to this principle that Simons would 
permit, with some misgivings, is that of 
amounts received as gifts or bequests, of 
which more later. 

Having thus insured that all income will 
sooner or later be taxed, it becomes possible 
to eliminate a vast horde of arbitrary regu- 
lations, many penalty surtaxes, and a large 
fraction of the disputes between the tax- 
payer and the Treasury Department. The 
corporation income tax as such loses its 
raison d’etre and can be abolished, with a 
withholding tax on dividends possibly re- 
maining as a vestige. Section 102 (“Im- 
proper Accumulation of Surplus”), Sub- 
chapter A (Personal Holding Companies) , 
Supplement P (Foreign Holding Com- 
panies), Bulletin F (Depreciation Rates), 
the tax-free reorganization maze, lifo vs. 
fifo, stock dividend conundrums, wash sales, 
involuntary conversions, consent dividends, 
distributions from earnings or capital, 
capital outlay vs. expense—the whole of 
this elaborate, vexatious, hair-splitting paper 
entanglement can be merrily dumped over- 
board. At the very least, for such of these 
restrictions as are kept, the issue will no 
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longer be one between tax now and possibly 
no tax later on, but rather one between tax 
now and certainly a tax later on. The 
amount at stake in such decisions would be 
drastically reduced with a correspondingly 
better prospect for amicable agreement be- 
tween the taxpayer and the Treasury. 

All of this, of course, has been said before 
both by Simons and by others; yet the slow- 
ness of the response to this obvious good 
sense is warrant enough for repeating it. 
What is really new in this edition of Simons’ 
tax program is his proposal that taxpayers be 
allowed, within wide limits, to include ac- 
cruals of gain or loss in their computation 
of taxable income as they see fit, subject al- 
ways to final reconciliation at time of death, 
gift of the property, or complete liquidation. 
This is made reasonably proof against abuse 
by his simple yet effective device for the 
averaging of incomes, which he now pro- 
poses be applied against the taxpayer, in 
those rare cases where this is indicated, as 
well as in his favor. 

What this proposal in its extreme form 
would do would be to permit the taxpayer 
to write his assets down as he sees fit, tak- 
ing a corresponding deduction in his cur- 
rent income tax return, subject to the con- 
sideration that by so doing he would 
correspondingly increase the taxable income 
in some subsequent period. This would be 
brought about either through the voluntary 
inclusion in income of a corresponding 
write-up of assets or through an increased 
realization of gain when the asset was finally 
disposed of. Within the limits imposed by 
not permitting any deduction that would 
result in a negative basis for any asset, the 
taxpayer is thus permitted to allocate his 
income as he pleases between income periods. 
If the income tax rate were flat and un- 
changed through time, the taxpayer would 
in effect be permitted to borrow from the 
government, interest-free, an amount equal 
to the tax on the value of his assets (less 
whatever minimum basis is required to be 
preserved). This privilege, if available 
equally to all owners of assets (instead of 
capriciously, as now, only to those whose 
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assets admit of tax avoidance manipula 
tions), would appear to Simons to be not 
inherently inequitable, particularly in view 
of other taxes such as property taxes that 
impinge primarily on wealth. 

With progressive tax rates, moreover, 
there is likely to be a considerable automatic 
restraint on such “ borrowing,” in that the 
taxpayer who postpones too much of his 
income until his later years may find him. 
self subjected to higher tax rates than he 
otherwise would have incurred, so that 4 
certain premium will in fact be paid for 
the “borrowing.” The amount of this 
premium will be variable and uncertain, but 
in any event much less capricious than 
under the present law. 


With rates that fluctuate from year to 
year, however, there will be the possibility 
that taxpayers with a flair for prognosticat- 
ing the future trend of rates may be able to 
obtain an undue advantage by concentrat- 
ing their incomes in years of relatively low 
rates. Simons would minimize this _possi- 
bility first of all by adopting a general 
policy of using changes in exemption levels, 
rather than tax rate changes, as the primary 
means of varying the revenues in accord- 
ance with fiscal needs. However, if rates 
must nevertheless be changed, the appli- 
cation of averaging “against the taxpayer” 
will serve to check the grosser abuses of this 
type. Thus each taxpayer would be re- 
quired, say, every five years, to compute his 
average income for the five year period, 
apply the tax rates in effect for each of the 
five years to this average income and com- 
pare the sum of the five annual taxes 9 
computed with his actual tax payments; 
whenever the discrepancy exceeded a suit- 
able margin, a refund or an additional 
assessment of the excess would be in ordet. 
The arbitrary margins might be set up if 
various ways: presumably they would be 
set so that refunds would be due to at most, 
say, about a tenth of the taxpayers (or 2 
per cent in any one year) ; additional assess 
ments would ordinarily be considerably 
rarer, but would nevertheless be a sufficient 
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deterrent against undue income manipula- 
tion. Where income manipulation over a 
longer term than is covered by such averag- 
ing is particularly likely to be profitable, 
lengthening of the averaging period is possi- 
ble; alternatively, some reintroduction of 
restraints on basis manipulation, but prefer- 
ably of an over-all and comprehensive kind, 
may become necessary. 

In addition to the improvement in equity 
and simplicity which such a reform would 
bring to the income tax, there is consider- 
able to be said for such a proposal as assist- 
ing small enterprise in obtaining capital 
through not requiring the payment of taxes 
when it is just getting started. Owners of 
such enterprises, whether corporate, partner- 
ship, or individual, could in the initial years 
write their assets down for tax purposes 
suficiently to avoid any immediate tax lia- 
bility, the account being squared later when 
the enterprise is on its feet, or when it 
changes hands. 

Yet at the risk of justifying Simons’ 
charge of being hypercritical, this reviewer 
cannot refrain from suggesting that if at 
least a test averaging calculation is to be 
mandatory for a substantial class of tax- 
payers, then there would seem to be little to 
be lost in terms of simplicity in operation, 
and much to be gained in terms of eliminat- 
ing minor inequities and perverse incentives, 
by going all the way to a cumulative aver- 
aging scheme, with or without an allowance 
for the interest factor. The arbitrary mar- 
gins within which no averaging adjustments 
are to be made must either be set so 
narrowly that few taxpayers will be ex- 
cluded from the adjustments, or so widely 
that there will be substantial, though 
limited, gains to be made by taxpayers from 
modest manipulations of their income. 
Many taxpayers may simply ignore these 
possibilities, but the type of taxpayer who 
considered rather carefully the advantages 
of the short versus the long form or joint 
Versus separate returns under past laws may 
under Simons’ averaging proposal devote 
to the problem of how to minimize his taxes 


BOOK REVIEWS 189 


considerable thought and energy that might 
better be devoted to more productive pur- 
suits. If (as under cumulative averaging) 
taxpayers can be told what uniform rate of 
interest they will effectively pay on what- 
ever tax they elect to defer (as by a write- 
down of assets), the decisions of taxpayers, 
and particularly of those owning small 
businesses, may be made much more easily 
and rationally than if the charge for this 
borrowing fluctuates erratically and depends 
to a large extent on uncertain future de- 
velopments. A modest demurrer is thus 
entered to Simons’ implication that cumula- 
tive averaging should not be seriously enter- 
tained as a practical proposal (even when 
restricted to the larger taxpayers). 

Simons’ attitude towards donative trans- 
fers has somewhat mellowed since his “ Per- 
sonal Income Taxation,” where he uncom- 
promisingly advocated the inclusion of gifts 
in the income of the recipient, without how- 
ever permitting their deduction from the 
income of the donor (treating gifts in 
effect as compensation for personal con- 
sumption services). He is now willing to 
leave donative transfers out of income, at 
least temporarily, if only to avoid alienating 
support for the less radical proposals. And 
he recognizes that merely to include gifts in 
income is an incomplete solution to the 
succession tax problem (and may even be a 
step in the wrong direction), so that he is 
willing to leave this issue open in the hope 
that “a quite different and better approach 
for donative transfers may be available and 
awaiting early discovery.” This last ap- 
pears almost clairvoyant to this reviewer, 
who at the moment these words were penned 
was actually engaged in devising succession 
tax schemes that may well prove to contain 
the key to the new approach for which 
Simons was looking.' 

Of Simons’ other proposals, only two have 
been adopted, namely, the splitting of in- 
come between husband and wife, and the 

1Cf. William Vickrey, Agenda for Progressive 


Taxation (New York: Ronald Press, 1947), pp. 
198-273. 
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abolition of the excess profits tax. Tax- 
exempt securities are still with us, home- 
owners remain free of tax on their imputed 
rent, and the depletion pork-barrel, far 
from being abolished, has been opened to 
new gangs of political favorites. Less re- 
grettable, we still do not have a sharing of 
basic-rate revenues with the states “on a 
collection basis.” 

But these, though important, are periph- 
eral issues. Simons’ main contribution to 
public finance has been his persuasive ad- 
vocacy of an integrated income tax that 
will insure the eventual taxation of all ac- 
cretions to the economic resources of every 
individual. Whether the required accessory 
averaging is supplied in Simons’ rough and 
ready form or in the more elegant cumula- 
tive form is probably more a pragmatic 
matter of acceptability than one of basic 
tax structure. And if one winces a bit at 
being termed an “ antivivisectionist ” for 
being concerned over “that fool point 
about interest-saving,” this merely legiti- 
mizes one’s pleasure at watching Simons 
puncture those who strive for the continued 
and increased Balkanization of the income 
tax. The only plaint is that Simons so often 
buries his best barbs in the notes at the back 
of the book! 

Yet in the United States, at least, progress 
towards Simons’ goal is virtually at a stand- 
still, if indeed our tax law is not actually 
threatening to slide backwards, as in the 
case of the recent proposal to further 
lighten the tax on capital gains and extend 
the depletion handout. Indeed, somewhat 
ironically, it now appears that the first in- 
come tax to conform substantially to 
Simons’ scheme is likely to be that of Japan, 
as a result of a fortunate conjuncture of a 
sound set of recommendations by the Shoup 
Tax Mission, and firm pressure on the part 


2 Report on Japanese Taxation, by the Shoup 
Mission, GHQ, SCAP, Tokyo (September, 1949). 


of the Occupation for the effectuation of 
the recommendations and against their de. 
bilitation through political compromise, 
How long this sound structure will stand up 
against politically inspired erosion after the 
pressure from the Occupation is withdrawa, 
and how well the Japanese tax administra 
tion will be able to carry out the design re 
main to be seen. But whatever the event 
there, Simons’ views have already had a far. 
reaching practical influence on policy, and 
if reason has any force, must here also 
eventually find practical expression. 


WILtiAM VICKREY 
Columbia University 


State of North Carolina, Biennial Report of 
the Department of Tax Research, Ral 
1948. Pp. 516. 


Three tax studies by the Department of 
Tax Research are presented in this report: 
(1) taxation of farmers’ marketing and put 
chasing cooperatives in North Carolina (pp. 
9-45), (2) the sales tax in North Carolina 
with respect to its levy and incidence on 
agriculture and business. (pp. 45-92) and 
(3) license taxation in North Carolina and 
“ Schedule B ” business taxes in general (pp. 
93-134). These studies, on controversial 
subjects, are well written and documented 
and should prove worthwhile reading to any 
individual interested in these fields of tax 
ation. 

The report also contains complete data 
on State and local tax collections for the 
years 1946 and 1947 and partial data for 
other years. The statistical breakdowns for 
the income tax present opportunities fot 
research which are rarely available in state 
tax statistics. 
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NTA NOTES 





FORTY-THIRD ANNUAL TAX CONFERENCE 


VARIED and interesting program is in 

prospect for attendants at the 43rd 
Annual Tax Conference in Pittsburgh on 
September 11 to 14, 1950. 

The general theme tentatively selected by 
the program committee is “‘ The Taxpayers’ 
Appraisal of Governmental Fiscal Prob- 
lems.” It is too early as this is being 
written to describe the sessions in detail, but 
it is possible to report topics for several 
general sessions: Are We at the Cross-roads 
in Public Spending; The Impact of Tax- 
ation on Production and Jobs; The Prob- 
lems of Expenditure and Debt Control; Co- 
ordinating Federal, State and Local Taxes. 
Senator Harry F. Byrd, whose work in the 
field of expenditure control is well known 
to all of us, has been scheduled as the 
banquet speaker. Chairman E. M. Elkin has 
assigned to a subcommittee the duty of 
arranging for several evening round tables, 
and some interesting subjects in the field of 
tax administration are under consideration. 
At least two and possibly three luncheon 
sessions will be addressed by prominent 
speakers. 

A special effort will be made this year to 
secure maximum audience participation in 
the sessions. The committee is also seeking 
to present several new speakers at the 
rostrum. 


Members of the Program Committee, in 
addition to Chairman Elkin, include Spencer 
E. Bates, Alfred G. Buehler, John L. 
Connolly, George Douglas, J. D. Dunn, 
Robert S. Ford, Lewis H. Kimmel and Fred 
S. Martin. 

The intellectual fare will be leavened 
with a lively program of extracurricular 
activities which are being planned by Samuel 
Johnston, Chairman, Theodore B. Morgan, 
Vice Chairman, M. D. Bachrach, George P. 
Cheney, C. S. B. Elliott, Henry J. Fitz- 
gerald, J. E. Hutchinson, H. R. Moorhead, 
Jr., Thos. J. Mulvihill, IL C. Rowe and 
Charles S. Scott of the Local Arrangements 


Committee. This program will probably 
feature Pittsburgh’s famous industrial 
plants. 


Ample accommodations are being held at 
the headquarters hotel, the William Penn, 
at prices indicated on the reservation cards 
which were mailed to all members on July 
1. These cards should be returned to the 
hotel management not later than August 
28, after which time those attending the 
conference will have to compete for accom- 
modations with the hotel’s regular trade. 
Any who prefer to stop at other hotels 
should write to George P. Cheney, Pitts- 
burgh Plate Glass Company, Grant Build- 
ing, Pittsburgh 19. 


Notice of Special Meeting of the National Tax Association 


Pursuant to the provisions of Section 2 of 
Article III of the By-laws, notice is hereby 
given of a special meeting of the National 
Tax Association at the Hotel William Penn, 
Pittsburgh, Pennsylvania, September 13, 


1950, at 9:30 A.M. for the purpose of dis- 
cussing the objectives and purposes of the 
Association. 


RONALD B. WELCH 
Secretary 
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NEW MEMBERS 


ALABAMA 


Mr. J. A. STEPHENS, Asst. Commissioner of Revenue 
State Department of Revenue 
Capitol Building, Montgomery 2 


CALIFORNIA 


San Francisco Law Lrrary 
436 City Hall, San Francisco 2 


Mr. Davip A. Stuntz, Staff Planner 
Hughes Aircraft Company, Culver City 


COLORADO 


Mr. Harry H. Ruston, 
Inheritance Tax Commissioner 
State Department of Revenue 
308 State Capitol, Denver 2 


DISTRICT OF COLUMBIA 


Dr. James M. JARRETT 
Member Excess Profits Tax Council 
Bureau of Internal Revenue 
2230 Internal Revenue Bldg., Washington 25 


FLORIDA 
Mr. Joet Hocn, C.P.A. 
1802 Congress Building, Miami 32 
ILLINOIS 


Mr. Tom G. Winecrie.p, Instructor 
Northwestern University 
641 Library Place, Evanston 


Mr. Samuet K. Gove, Research Assistant 
Institute of Government, University of Illinois 
Springfield 


LOUISIANA 


Mr. B. D. Crane, Manager 
Ad Valorem Tax Department 
Texas Eastern Transmission Corp. 
P. O. Box 1612, Shreveport 
MARYLAND 


Mr. Josep A. Krimm, Tax Agent 
Western Maryland Railway Co. 
$07 Standard Oil Building, Baltimore 2 


MICHIGAN 


Mr. Jack E. Jorpan 
1428 Stockbridge Avenue, Kalamazoo 


MINNESOTA 


Mr. G. E. Nrmmer, Tax Attorney 
F. H. Peavey & Co. 
760 Grain Exchange, Minneapolis 


Mr. T. R. Wirxits 
Minnesota and Ontario Paper Co. 


$00 Baker Arcade Building, Minneapolis 2 ~ 


MISSOURI 


Mr. Hasxett Horman, Chief Clerk 
State Treasurer’s Office 
State Capitol, Jefferson City 


NEW YORK 


Mr. Jerome J. Sostn, Accountant 
1233 Simpson Street, Bronx 59 


Mr. L. R. Gorriies 
45 Whittier Street, Lynbrook 


ForpHAM UNIVERSITY LIBRARY 
College Department, New York 58 


Mr. Morris Horowitz, C.P.A. 
120 W. 42nd Street, New York 18 


OHIO 


Mr. D. A. MircHett, Tax Asst. 
Chesapeake & Ohio Railway Co. 
3303 Terminal Tower, Cleveland 1 


Pror. Frep Picarp 
Department of Economics 
Ohio University 
60 E. Union Street, Athens 


OREGON 


Mr. F. C. Basu, Assistant Treasurer 
The California Oregon Power Co. 
216 W. Main Street, Medford 


PENNSYLVANIA 
Mr. E. A. Grupkowsk1, Attorney 
931 §. Hanover Street, Nanticoke 
VIRGINIA 


Mr. F. E. Greacu, Deputy Tax Commissioner 
Chesapeake & Ohio Railway Co. 
823 East Main Street, Richmond 10 


BRITISH GUIANA 


Mr. ANTHONY M. S. BARCELLOS 
Certified Accountant 
P. O. Box 139, Georgetown 


INDIA 


Dr. M. H. Gora 
Bureau of Economic Research 
University of Mysore 
Vanivilas Mohalla, Mysore 
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